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PROBLEMS OF THE RAILROADS 


MONDAY, FEBRUARY 17, 1958 


Unttep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D. C. 


The subcommittee met, pursuant to adjournment, at 10:30 a. m., in 
the caucus room, Senate Office Building, Senator George A. Smathers, 
presiding. 

Senator Smatruers. The meeting will come to order. 

In starting the second series of these hearings, I would first like 
to congratulate everybody present here this morning. With snow all 
over the ground and the temperature hovering around zero, I think 
it was the President who said nobody but essential people should work 
today, and as long as we have these witnesses here, they are essential. 

I am glad to see all of us are so essential, and I am delighted to 
congratulate you on having made the effort to be here. 

In November, after having watched the available indexes concerning 
the railroads continuously point in a downward trend, the subcom- 
mittee announced that hearings would be held before the situation got 
completely out of hand. As you gentlemen here today know, about 
25 railroad presidents and other railroad officials testified at length on 
January 13-17 concerning the problems of the railroads setting forth 
suggested remedies which they thought would be of some assistance to 
them. 

This is the second phase of the hearings. We have asked the motor 
carriers to testify at this time. 

I would say to your spokesmen that, like the railroads, you are cer- 
tainly free to state your problems. We actually solicit a statement 
of that nature. 

I have made the request, however, that you be as constructive in 
your statements as it is possible for you to be, not only recommendin 
that which you think would be helpful in the railroad situation as wel 
as that which you think would be helpful in your own situation. 
After all we must all remember that what we are primarily concerned 
with—we in the Congress—is a healthy national transportation 
system. 

We expect, later on, to have witnesses from the State and Federal 
regulatory agencies. We also expect to have testimony from the other 
modes of transportation, as well as representatives of labor, and some 
economists, among others. That is our plan. At the conclusion of 
the entire hearings, this subcommittee is hopeful that we will come out 
with some recommendations which will have the effect of strengthen- 
ing the national transportation system of these United States. 
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Our first witness today is Mr. Guy Rutland, Jr., and he will be 
presented by the very able and distinguished junior Senator from the 
‘State of Georgia, Senator Talmadge. 

‘Senator Talmadge, we recognize you. 

Senator Tatmapce. Mr. Chairman, and members of the committee, 
I know nothing of the merits or demerits pending before the committee 
and shall not attempt to shed any light on that. 

We have as your first witness this morning one of Georgia’s most 
distinguished sons, a longtime, personal friend of mine. He happens 
at the present time to be president of the American Trucking Asso- 
ciations, Inc., of the United States. He is serving his fourth term 
in the General Assembly of Georgia. He is a deacon in the First Bap- 
tist Church of Decatur, Ga. He is interested in all projects for the 
improvement of our State and community in which he lives, and it 
is a great pleasure for me to present to this committee as your first 
witness, Guy Rutland, Jr., of Decatur, Ga. 

Senator Smaruers. Thank you very much, Senator Talmadge. 

Mr. Rutland, if you will have the seat at the regular witness table, 
you may proceed. 

As has been the custom, we have in the past stated to the witnesses 
that we will make their entire statement a part of the record in full. 
If they care to brief it, we appreciate that. 


STATEMENT OF Guy RUTLAND, JR., HAPEVILLE, GA., PRESIDENT, AMERICAN TRUCKING 
ASSOCIATIONS, INC., WASHINGTON, D. C. 


My name is Guy Rutland, Jr. I am vice president of Motor Convoy, Inc., an 
automobile hauling company out of Hapeville, Ga.,I am appearing here, as presi- 
dent of American Trucking Associations. Inc., of Washington, D. C. the national 
federation of the trucking industry. I should like, if the committee please, to 
indicate here at the outset the nature and extent of the testimony which American 
‘Trucking Associations’ witnesses will offer to you. I should also like to touch 
“upon some aspects of transportation problems which concern the trucking in- 
-dustry directly or indirectly but which we will not present by means of other 
witnesses. 

It might be helpful to the committee if I indicated, at the outset, that the 
‘president of our organization, unlike other organizations in the transportation 
field, is not a professional salaried or staff trade association executive. On the 
contrary, he is a truck operator elected at the annual meeting of the association 
and holding office by custom for a 1-year term. 

For that reason and because the trucking industry is both highly specialized 
and enormously complex taken as a whole, I should appreciate your permitting 
me to refer such specific questions as may be raised by my testimony to later 
expert witnesses. I cannot make claim to expertness on the wide range of ac- 
tivity of this or competitive transportation facilities. We have arranged for 
a division of the subject matter along the lines I shall shortly discuss, and will 
present witnesses in these categories who will be responsive to any inquiries 
you may direct to them. 

Our industry has problems, as no doubt do all others. Our appearance before 
this committee, however, is conditioned not so much by this as by the fact that 
railroad witnesses have alluded repeatedly to trucking operations both as a 
cause and a possible cure of their ills. We are confident the committee will 
desire the facts by which to weigh such a strange reference. 

All of us who testify will try earnestly to be brief. We are willing to forgo 
the possibility of underlining the importance of our various positions through the 
device of repetition. We are confident that the members of this committee will 
not minimize the seriousness of what we say because we prefer to categorize our 
positions and thus largely eliminate repetition. Moreover, we are confining our 
presentation to the bare minimum of witnesses necessary for a clear under- 
standing, and we do this, not for lack of an array of motor carriers, but in true 
deference to the time of the Senators making up this subcommittee and its parent 
committee, 
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THE TRUCKING INDUSTRY 


No inquiry into problems in transportation can be successful without an ade- 
quate conception of the nature and extent of truck transportation. The term 
“trucking industry” is used to describe a variety of truck services, some of which 
are noncompetitive and many of which are internally competitive within the 
industry as well as in competition with other forms of transport. 

American Trucking Associations itself is made up of 11 conferences, each 
reflecting the operations of 11 natural divisions of the trucking industry, plus 
50 State associations made up of 1.in every State in the Union and the District 
of Columbia and 2 in Illinois. Our organization is a national federation of 
these units. 

A listing of the names of the conferences will serve to indicate the basic break- 
down of major types of truck transportation. They are local cartage, regular 
route common carriers, contract carriers, common carriers irregular route, house- 
hold goods movers, oilfield haulers, tank truck carriers, private carriers, munition 
carriers, automobile transporters and film carriers. 

As a federation, the membership of ATA is confined to the 11 conferences 
and 50 State associations. We have no direct company members. Truck opera- 
tors or owners obtain their membership via membership in the State associations 
These associations range in membership from less than a thousand to many 
thousands of operators, depending upon the States involved. In addition, many 
of them have close working relationships with other organizations whose members 
operate trucks incidental to their business or occupation, notably various private 
carriers and farm organizations. A reasonable estimate would be that our af- 
filiates represent the ownership and operation of well over a million trucks and 
tractor-trailer combinations. 

In terms of trucking companies represented in the membership, an informed 
estimate would be that somewhere between 30,000 and 40,000 such are members 
of the State associations and conferences. I would like to make two points in 
connection with this subject. First, to the extent that the Nation’s trucking in- 
dustry is organized, it is organized through these associations, conferences and 
American Trucking Associations. Second, the policy expressed here by wit- 
nesses has been arrived at strictly by democratic processes. It is made by 
elected representatives of the trucking companies, who are given the authority 
to speak for the membership in free elections with each member of an association, 
regardless of the size of his company, given an equal voice. 

Now as to the size of the Nation’s truck fleet—in terms of vehicles. I will have 
to use 1956 figures since the final tally on 1957 is not completed as to breakdown, 
the figures being compiled of course from those of the State registrars of motor 
vehicles 

At the beginning of 1957, we had a total of 10,162,000 trucks and tractor-trailer 
combinations under registry, and an additional half million Government trucks 
and combinations. 

Of these, more than one-half were so-called private carriers, the number being 
5,487,000. These are vehicles in which the owner’s goods or products are trans- 
ported by him, with his own employees and under his complete direction. They 
are owned by the whole range of industrial, mercantile and distributive factors 
in our economy. 

Much of the hauling done by these nearly 5% million trucks is noncompetitive 
with either the for-hire motor trucks or with railroads. The reason is that it is 
too limited in volume or too highly specialized in character for any other than 
the owner’s self-hauling. Obvious examples might be the equipped work trucks 
of public utilities, the customer service trucks of small merchants and other 
vendors, or the trucks of a small manufacturing or processing plant. 

Of the nearly 5% million private carrier trucks, 4,806,000 are in local service. 
The balance of the total, or 681,000 trucks are in intercity hauling. It is pretty 
safe to say that nearly all of these are competitive within the trucking indusiry 
with either or both types of common carriers, regular route and irregular route, 
and perhaps even more so with contract carriers. 

Some, but not all of these nearly 700,000 private carrier intercity units are also 
competitive with the railroads. An unknown number of them are not com- 
petitive with the railroads because they either go where railroads don’t go or 
they distribute en route on service terms which no railroad could duplicate. 

I would like this committee to know that when the railroads refer to unregu- 
lated competition they refer, among others to be indicated, these private carrier 
trucks, and they refer only to rate regulation. Obviously it is not possible to 











748 PROBLEMS OF THE RAILROADS 


enforce rate regulation against trucks which have no rates, for the simple reason 
they belong to the owner of the products hauled. These owners would feel that 
they have the same basic right to haul their own goods in their own vehicles that 
any citizen has to haul his own person and that of his family in his own car. 

I am sure the committee will wish to take notice of another fact about trans- 
portation arising from the operation of private carrier trucks. The right and 
the ability to own and operate these vehicles constitutes a powerful regulatory 
force bearing on the economics of transportation. Where the for-hire carrier 
could handle the traffic borne by these private carriers, his rates must be reason- 
ably in line and his service excellent and complete, or the shipper turns to private 
carriage where he can do so. 

Another huge segment of truck ownership is that classified as farm trucks, 
which carry their agricultural owners’ cargoes and hence are private carriers 
also. At the beginning of last year, there were 3,049,000 farm trucks registered 
in the various States. These trucks do all the familiar hauling around the farm 
and between farm and market in many instances. The total does not include the 
for-hire farm haulers who are included in the next category to be mentioned. 
Again, the committee will wish to take note that these 3 million trucks largely 
are noncompetitive with the railroads. They are somewhat competitive within 
the trucking industry itself with the for-hire farm hauler by truck. But to a 
great and almost total extent, this class of trucks, like so many of the private 
earrier trucks, actually feeds the railroads rather than replaces them; for what 
they do no railroad could do. 

We have just under a half million trucks owned by government at all levels 
excluding the military. These are by and large completely noncompetitive, per- 
forming functions not suitable for for-hire transport of any kind, truck, or rail. 

The final category making up the total are the for-hire carriers of the various 
types mentioned. At the end of 1956 these totaled 1,626,000 units. Of this 
number, 610,000 were in over-the-road or intercity service and the remainder, 
or 1,016,000, were in local service. 

You will note the interesting fact that there are more private carrier trucks 
operating intercity than there are for-hire vehicles. 

The function of these for-hire trucks needs to be thoroughly examined when 
studying the overall transportation picture. First, it must be noted that a por- 
tion of their hauling is geographically noncompetitive. By that I mean that 
these trucks pick up from and deliver to many points not served by any other 
form of transportation. Automobile Manufacturers Association, after a laborious 
ehecking of maps and railroad points State by State, is authority for the state- 
ment that there are 25,000 communities in the Nation not served by railroad 
and depending upon trucks for existence. Trucks serving these points are per- 
forming a service no railroad could perform. 

The committee should also take note of the fact that a substantial amount of 
the traffic moved by the for-hire carriers is, for all practical purposes, non- 
competitive with the railroads for two reasons. One of these is the size of the 
shipment and the other is the service or time requirement involved in its 
carriage. 

Most railroad proposals made before this committee and having to do with 
rates or integration are aimed at the for-hire carrier segment of the trucking 
industry, except for those having to do with private carriers and user charges. 

An analysis of the railroad traffic shows that 99.55 percent of their volume is 
made up of carload business and only 0.45 percent is less-than-carload. More- 
over, this less-than-carload business had been an out-of-pocket cost item for the 
railroads year after year, with actual loss running close to $100 million. 

The for-hire motor carrier of general freight, on the other hand, finds that only 
38 percent of his traffic is made up of so-called truckloads, which is to say, ship- 
ment of 10,000 pounds and upward. The balance, or 62 percent is made up of 
less-truckload. 

Although the breakpoint between less-carload and less-truckload shipments as 
compared to carload and truckload is the same—10,000 pounds—I should like to 
point out that the average truckload shipment weighs considerably less than 
does the average carload shipment. 

You often have heard the railroad complaint that the common-carrier truck 
has taken the “cream” of the traffic. By this they mean the high-rate traffic, 
made up largely of manufactured products. This traffic largely moves in smaller 
shipments. It is unsuited in both size of shipment and delivery time require- 
ments to rail haul. It is actually so far from being ‘‘cream” for the rail- 
roads that, as noted, they consistently suffer a huge out-of-pocket loss when 
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they try to haul it. On the other hand, certain low-rated products such as coal, 
for example, are actually “cream” for the railroads, as witness the prosperity of 
the bituminous roads. This traffic, low-rated though it be in comparison with 
manufactured goods, is ideally suited to rail hauling, and they make substantial 
profits hauling it. Trucks are virtually noncompetitive for this traffic since it 
is physically not adapted to long-distance truck movement. 

Products of mines, a small portion of overall intercity truck rtaffic, account 
for more than half of rail tonnage. In addition there are large volumes of 
manufactured goods with lots of bulk and no time pressures beyond rail service 
which railroads move without much truck competition. These are not “cream 
of the traffic” for trucks, but all of them do well for the railroads. 

What I am saying is that the division of traffic, through the exercise of natural 
demands of the market place and the service characteristics of the various kinds 
of carriers, tends to base itself along certain distinct lines. Much of this traffic 
is actually noncompetitive for practical reasons mentioned, but there is a gray 
area where the service characteristics of the types of carriers merges to some 
extent. 

If this committee were not made up of transportation experts, they might well 
assume from railroad testimony that the determining factor in freight move- 
ment is that of rates. This is just as inaccurate as the general picture which 
has been painted by their spokesmen, conjuring up the trucking industry as one 
getting its business by rate cutting. It is obviously true that rates are a factor, 
and that rate cutting can be carried to a point where service considerations 
yield to price. 

Subsequent testimony will show that actually truck rates in many cases are 
equal to or higher than rail on substantial amounts of traffic. The final cost to 
the shipper because of the time element and quality of service, including truck 
flexibility and less loss and damage, often is the decisive factor. 

Why shippers want and must have independent truck service of high quality 
can best be shown by example, and by example familiar to members of this 
committee. During the past several years we have invited reports from shippers 
as to why they used trucks, and asked for comment. I should like to offer just a 
few of these comments from among the hundreds received. They will be typical. 
I shall also confine myself to the territory of members of this committee, in the 
almost certain belief that the shippers commenting will be known to the com- 
mittee member from the State represented. 

A small-business house employing 32 people, from the home State of the sub- 
committee chairman, the Trade Engraving Co. and Trade Tool & Engineering 
Company, of Orlando, writes that it receives 75 percent of its incoming and 
dispatches 30 percent of its outgoing freight by truck, and then adds: “Since 
development of satisfactory trucking facilities we have noted a decided increase 
in industrial development in the State, which we definitely feel is a direct result 
of these increased facilities * * * that in Florida there are a great number of 
small concerns like Ourselves who have been helped through truck transporta- 
tion.” 

A medium-sized company, the Canaveral Corp., of Port Canaveral, reports that 
all of its petroleum products in a recently constructed tanker terminal at the port 
are brought in by tanker and sent out by truck since there are no rail connections. 

“We intend to construct additional tanks for lease to other companies and also 
to construct and lease other industrial facilities at this point, and therefore high- 
way transportaion is of great importance to us and to our prospective tenants.” 

From Texas, the Texas Vitrified Pipe Company of Mineral Wells reports that 
it employs 210 men, that 95 percent of its incoming freight and 90 percent of the 
outgoing moves by truck and states: “Our establishment was located on a key 
Federal highway as it was anticipated that large portion of our shipments as 
well as materials required for production would be handled by truck.” 

The Gulf Oil Corp.’s production division installation at Crane, Tex., reports 
203 employees in the immediate area, with 95 percent of all incoming and out- 
going freight handled by truck in view of the fact “that we have no railroad 
service in Crane County, Tex. As you can see, inasmuch as truck transportation 
is practically the only means of handling freight, it is vitally important to our 
business that this service be rendered to this immediate vicinity.” 

From a large Texas city, Lennox Industries, Inc., of Fort Worth, employing 
350 people says: “Without adequate trucking facilities in Fort Worth we would 
be unable to carry on our business efficiently. Dut to the flexibility and type of 
service rendered by trucking concerns compared to freight (railroad) lines, even 
on a LTL basis, movements of both incoming and outgoing freight would be 
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hampered. Our selection of our plant location did include consideration of the 
large number of motor carriers available in this section of the country.” 

From Ohio, Baton Manufacturing Company of Cleveland, employing 12,000 
workers, receives 90 percent of its incoming and dispatches 95 percent of its out- 
going freight by truck. Says the company: “Our company finds the trucking 
industry indispensable, both for convenience and service. From the high percent- 
age of shipments of both incoming and outgoing freight handled by truck, it is 
obvious that our business could not operate for long without them.” 

Hobart Manufacturing Co., in Troy, Ohio, employs 1,400 people in its plant in 
that city, receives 25 percent of incoming and sends out 90 percent of its traffic 
by truck. Say the company: 

“You will note above, excluding carloads of basic materials which we would 
consider to be noncompetitive freight, by far the greater portion of incoming 
freight is by truck. We would certainly regret to see any situation in which 
competition between the different transportation agencies might tend to seri- 
ously injure if not destroy any one of them. We definitely feel there is need 
for each of the various agencies in strong condition as they exist today.” 

From Cessna Aircraft’s industrial hydraulics division at Hutchinson, Kans., 
a typical small factory employing 315 people, shows its dependence on trucks 
by indicating that 85 percent of its incoming and 95 percent of its outgoing 
freight moves by truck. And from Wichita, this comment from Wichita Pre- 
cision Tool Co., which employs 135 people and ships all incoming and outgoinng 
freight by truck. 

“Since our entire movement of raw and fabricated materials is made by truck, 
We are naturally extremely interested in the advantages of the flexibility af- 
forded by this type of transportation. We have found the use of trucking 
facilities to be entirely adequate to meet our requirements which are nationwide 
as to distribution.” 

From Connecticut, the Barden Corp., ball-bearing manufacturers of Danbury, 
reports employment of 900 and that about 70 percent by volume of its incoming 
freight arrives by truck with only 5 percent outbound, the balance being by 
parcel post. The company notes: “Due to inadequate rail service, this area 
must rely on motor carriers to a great extent. We are fortunate, being an off- 
line point, to be serviced by most of the large motor carriers and we do receive 
quite good service. I might add that the cooperation of the motor carriers dur- 
ing the two devastating floods of 1955 was indeed gratifying.” 

And this highly significant and by no means rare comment from Republic 
Foil & Metal Mills of Danbury, which receives 85 percent of incoming and dis- 
patches 95 percent of outgoing freight by truck: “Motor trucks have served 
us faithfully since formation 10 years ago. During our infancy and the years 
it took us to become established, other means of transportation ignored us com- 
pletely.” The company has emerged from infancy and now employs 135 people. 

Thousands of reports like these can be had from shippers all over the country. 
Every poll of shippers, to discover why they use certain types of carriers, in- 
dicates that a major reason for truck use is the speed and flexibility of service 
and the attention to the needs of the shipper. 

A railroad publication, Railway Age, an authoritative spokesman for rail 
interests, reports in its first February 1958 issue on a survey it took among 20 
representative manufacturing plants in a major city. The survey showed that 
of 14,639 shipments made in a recent month 660 went by rail, the balance by 
truck. Under 20,000 pounds, trucks hauled by far the greater number. This 
is the type of shipment which the railroads cannot handle economically. Over 
20,000 pounds, the rails handled 52 percent of all such shipments. 

If a railroad, says the survey editor, can offer good service and also attractive 
rates, it could get some of this business. Says the publication: “Shipper evi- 
dence is overwhelming to the effect that greater dependability and speed of rail- 
road service is a prime necessity” and then points out that both these are 
“strictly up to the individual railroad.” 

So it is obvious that traffic seeks out the carrier who can perform the service 
which the shipper needs, courteously, economically, and with dispatch. That is 
why the for-hire branch of the trucking industry has registered its steady 
growth. That is the reason for the existence of the 1,626,000 trucks in for-hire 
service. 

Also among the for-hire carriers is the hauler of exempt commodities. The 
total number of such carriers is not known because they are not regulated as to 
rates and operating authority. I shall have more to say about these carriers 
shortly. 


are ESE RRR 


sets 


ee 


IT TS FTE 


= SRR So OT LO ONE 
EN ITO EILEEN EEN OA ETE INL LE IE ELIE LEG OTE DOES PORE 





PROBLEMS OF THE RAILROADS 751 


NEED FOR A STRONG TRANSPORTATION SYSTEM 


The industrial, agricultural, and commercial health of the Nation depends 
upon a strong and sound transportation system. This system must be respon- 
sive to the overall needs of all shippers and consignees. Moreover, each type 
of transportation must keep abreast of modern technology in a continuing effort 
to improve its performance. 

In spite of the opportunity for agriculture and industry to perform portions 
of the transportation job with self-owned facilities, the main reliance of lit- 
erally hundreds of thousands of shippers and consignees must be upon for-hire 
carriage by water, air, rail, and truck. 

The task of protecting regions, commodities, markets, and carriers cannot 
be accomplished for these producers, vendors, and consumers without the pro- 
tective intervention of regulatory authority. The elements of regions, com- 
modities, markets, and carrier service and rates must at all times be kept in 
balance. Failure to do so involves economic peril of substantial magnitude, 
as this country discovered in the years prior to the passage of the Interstate 
Commerce Act. 

There is as much danger to the economic health in turning loose a carrier to 
operate on his own terms as to rates and services, as there is to the physical 
health in permitting uneducated and untrained individuals to practice medicine. 

Beyond the need for a strong transportation system for the domestic economy, 
a similar need exists in connection with national defense. 

There has been a marked tendency to underrate the role of the motortruck 
in the last war. Literally thousands of war plants depended upon trucks, both 
common and contract carriers, to meet their production demands. Some Sena- 
tors may remember the storm of protest voiced by major and minor war pro- 
duction plants when it was proposed in the interest of tire conservation to 
limit truck hauls to 300 miles early in the war. 

In World War I, lacking the support of truck transportation, the railroads 
broke down, as all of us remember. In World War II the motortruck, unhon- 
ored and unsung, carried a huge load. Truck transportation freed the railroads 
for the type of munitions hauling which later enabled them to offer you a 
high statistical figure on the amount of actual military traffic hauled. Without 
the work of the trucks a very substantial amount of this Government traffic 
could not have been produced. 

No one disagrees that, if another war develops, this Nation itself will be a 
huge battlefield. Missiles, with or without atomic or hydrogen warheads, and 
bombers, with either or both, are the weapons which make this certain. 

I earnestly call the attention of this committee to the undisputed role of trucks 
in such an eventuality, and the concomitant necessity for maintaining a strong 
and independent trucking industry for national protection. Anyone who has 
seen the involved yards and switching districts of the railroads, many of them 
with electronic installations, knows the fearful damage which could be inflicted 
upon them. In a famous advertisement, an organization of railroad suppliers 
pointed this out most graphically when it termed these installations a “primary 
target.” Once knocked out, it is obvious that, even discounting radioactivity in 
the area, the job of restoration would be enormously time consuming. It is 
obvious also, that these major and complex rail installations are located in 
the very areas most likely to be enemy targets of the first consequence. Not 
only switching and assembly yards are involved, but also railroad bridges and 
tunnels. 

There are many who believe that should war come, trucks will be our main 
reliance. They can go anywhere roads go and even move without roads if 
necessary, as they did in France on occasion in World War II, and as they did 
later in Korea. 

Moreover, it is possible to throw an emergency pontoon bridge across our 
widest river in 24 hours or so, and these bridges can haul our biggest loads. 
Trucks have proved repeatedly in flood situations in this country that with 
other transport knocked out they can move essential property and imperiled 
people, and that on an emergency basis they can keep vital services alive and 
functioning. 

THE PRESENT SYSTEM IS SOUND 


There is no need to recite to this committee the fact that railroads have 
claimed to be in trouble almost continuously since they were built. This is not 
to minimize the fact that some railroads today may be in some difficulties. Even 
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a casual glance at these particular roads and what they haul, and a similar 
comparison with other railroads, shows why they have such trouble as they may 
bein. The reason is largely huge passenger deficits. 

The editor of a traffic publication, which in its 50 years of existence has 
faithfully reported for the benefit of the Nation’s shippers and carriers the ups 
and downs in transportation, spoke last month before the Transportation Asso- 
ciation of America. This is an organization made up of all types of carriers, 
land, water, and air; a cross section of shippers, including agriculture; and 
investors. The title of his address was: “Is There Really a Transportation 
Crisis?” 

He quoted liberally from public utterances of railroad executives and rail- 
road association spokesmen, from his files going back 35 years and covering 
the period between. I shall quote liberally from his talk. 

This committee might wish to have some of those comments—they will sound 
familiar—and to view them against what has happened in the years between. 
One inescepable conclusion will derive from such an inspection, that is, that 
railroad management has no qualifications whatever in the field of prophecy, 
particularly dire prophecy. 

Back in 1923, 35 years ago come April, L. F. Loree, president of the Delaware 
& Hudson Railroad, speaking in New York said: 

“Railroading is no longer a business; it has become a calamity * * * Gov- 
ernment regulation has eaten like a cancer into the stability of the railroad 
industry, and at this moment seriously threatens its economic efficiency and 
the general welfare of the American people.” 

One year before that, in 1922, the Secretary of Commerce said in his annual 
report: “We must find a way out of the cycle of systematic starvation of a 
large part of our railroad mileage and the denudation of our railroad managers 
of their responsibilities and initiative.” 

In May of 1928, speaking before the annual meeting of the United States 
Chamber of Commerce in Washington, Fred Sargent, then president of the Chi- 
cago & Northwestern Railroad said: “Our present system of regulation, es- 
pecially of railroad transportation, has reached a point where it is tantamount 
to Government ownership without Government responsibility.” 

In the same year, the House Committee on Interstate and Foreign Commerce, 
put out a report on a bill to facilitate consolidations or mergers of railroads, 
and in its report it says: 

“Carriers must place themselyes in a position which will invite the capital 
necessary to improve and promote the service they are rendering. Many weak 
roads have found it absolutely impossible to obtain the money necessary for 
capital expenditures. Even some so-called strong roads have been compelled to 
rely upon bond issues when a sound financial program demands the issuance 
of shares of capital stock. 

“Rates must be soundly made and adjusted. Carriers are entitled to charge 
rates which will yield them a reasonable return. The public, on the other hand, 
is entitled to the best service at the lowest rates compatible with that service 
* * * 

“Substantial and effective competition between carriers must be assured * * *. 
There still remain real opportunities for competition in rates. Competition in 
service, however, will undoubtedly bring about many necessary improvements. 
As a matter of fact, many of our shippers today and a substantial portion of 
the consuming public are vitally interested in expeditious and safe delivery as 
well as in rates. But competition, whether in rates or in service, cannot be 
effective unless the competing carriers are strong and well balanced.” 

Way back in 1923 the question of the railroads’ financing of equipment was 
also a big topic of conversation and planning. There was a proposal, developed 
and advanced by the National Association of Owners of Railroad Securities, for 
an agency to be known as the National Railway Service Corporation. This 
would have been formed under a Federal charter, as a non-Government organi- 
zation, privately financed, to take general charge over rail freight transportation 
equipment, subject to the proposed pool operations, and to repair old cars and 
build new ones for the purpose of bringing about the “unification of freight-car 
eontrol.” This was known as the “Warfield plan” after S. Davies Warfield, 
president of the association proposing it. 

It was opposed by the predecessor to the Association of American Railroads, 
the Associated Traffic Clubs board of directors, and others and it soon faded out. 

The record of public utterances of railroad executives going back many years 
is keyed to the pitch of those few quoted. 
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I must call the attention of this committee to two salient facts about those 
statements of railroad troubles back in 1922, 1923. 

From our own standpoint, by far the most important is this: In those years 
there was no effective truck competition for the railroads. The trucking indus- 
try was just being born and intercity truck traffic was of little or no competitive 
consequence. 

The second point is this: Despite these claims of deep-seated trouble, of im- 
pending disaster and threatened Government ownership as the only solution, 
made repeatedly over the years, as now, by railroad spokesmen, the committee 
will note: 

1. The railroads are still with us, and in the intervening years have enjoyed 
some of the most profitable periods in history. 

2. Despite their reputed financial plight, they have spent billions of dollars 
since the twenties in improving equipment and facilities. We note that the 
spokesman of the Association of American Railroads has told the committee that 
such expenditures by the railroads since the end of World War II have aggre- 
gated nearly $13.5 billion. There is almost an apology in his mention, as an 
afterthought, that of course this huge sum amounts to merely $7.3 billion 
“expressed in constant dollars of 1929 value.” 

This expenditure, it should be noted, was made in a period of passenger train 
losses running into the billions. Obviously, the money came from freight traffie 
hauled profitably in competition with trucks and other carriers. 

It would seem that the conclusion must be inescapable that in principle our 
present transportation policy must be sound, whatever the railroads may think 
about it. Certainly, whatever changes may be made in an effort to cure any of 
the problems of the railroads, must not affect the terms of competition for the 
hauling of freight, an activity in which the railroads are doing very well indeed. 

On this same subject, the commitee may wish to note an interesting re- 
versal of railroad thinking in connection with their problems. In 1938, a 
presidentially appointed Committee of Six, including 3 railroad executives 
and 3 rail labor representatives, reported that in addition to a lowered traffie 
volume due to business conditions, railroads were suffering from loss of traffic 
to other modes of transport and “depression in the railroad rates * * * ascribable 
practically in its entirety to the effects of competition from these other modes 
of transportation.” 

As a remedy, these rail spokesmen recommended enactment of a national 
transportation policy that would “preserve the inherent advantage of each mode 
of transportation.” This language became the law in the Transportation Act 
of 1940. The trucking industry then and now, believed that policy to be sound 
and we did not nor do we oppose it. Nor did the railroads as late as November 
1953, when the Association of American Railroads said : 

“In 1940, the Congress of the United States, after months of study and delibera- 
tion, adopted a national transportation policy which is recognized by states- 
men, economists, business leaders, publicists, educators, and others as sound, 
equitable, and just to all.” 

They should indeed agree with it. In spite of the competition of all other 
carriers, their ton-miles rose from 338 billion in 1939 just before enactment of 
the policy of 656 billion in 1956, a rise of nearly 100 percent. 

It might be noted, in the midst of all the gloom, that, according to the 
February 1 issue of Business Week, some of the major railroads are far in- 
deed from being in trouble. 

Of the 47 railroad stocks that are traded actively on the big board, based 
on Standard & Poor’s rating, 3 are rated “excellent,” 7 are rated just below 
“excellent” as “good” and 9 more are classified as “above average” investment 
risks. The rating is based on “earnings and dividend stability and growth.” 
Only three of the preferred railroads are in the East and all of these disdain 
passengers and huge passenger deficits and carry soft coal—a type of traffie 
representative of what railroads haul best, despite a low rate, as compared with 
the high-value, fast-service items hauled by truck. 


PROPOSAL WE AGREE WITH 


Despite the basic soundness of our national transportation policy and its 
administration by the Interstate Commerce Commission, we are in agreement 
that curative steps need to be taken in certain aspects of regulation. We are 
not in opposition to certain other proposals. We do find ourselves in complete 
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opposition to still another category of suggestions. I should first like to name 
those proposals with which our industry is in agreement with the railroads and 
others. 


AGRICULTURAL EXEMPTION 


The trucking industry is not opposed to the exemption of vehicles trans- 
porting agricultural, horticultural, and seafood products where such exemption 
is necessary to give to farmers, fishermen, and persons raising horticultural 
products flexibility in the movement of their products to markets and to re- 
lieve those persons from the burdens of regulation. 

However, the trucking industry concurs generally with the railroads on 
the proposition that those exemptions should be strictly limited to the fulfill- 
ment of those two objectives and should not be expanded to permit the unregu- 
lated transportation of what might be termed industrially produced products 
as has occurred within recent years through court decisions. 

In recent years the courts, solely because of technical deficiencies in the 
language of the statute, have declared products such as frozen fruits and 
vegetables, dressed poultry, powdered milk and others to be agricultural commodi- 
ties, transportation of which is not subject to regulation. 

This despite the fact that their movements have little or no bearing on 
the original objectives of the agricultural exemption. We expect to call two 
expert witnesses who will demonstrate to you that the Congress should immediate- 
ly reexamine this provision of the statute and enact legislation which will cure 
the present defects in the law and which will restore to regulation the move- 
ment of commodities such as I have just mentioned. 

As I have stated, we do not propose, nor do we believe the Congress should. 
eliminate the agricultural exemption, but we very strongly urge that it be clari- 
fied so that it will operate only as originally intended by the proponents, and as 
intended by the Congress. 

We should like to put on two witnesses to cover major aspect of the hauling 
of exempt commodities. 

TRANSPORTATION EXCISE TAX 


We are in complete agreement with all other for-hire carriers as to the harmful 
effects of the Federal transportation excise taxes. We share their feeling that 
these taxes, orginally enacted not as a revenue measure but to discourage un- 
necessary travel or freight movement during wartime, continue to exert dis- 
couraging effect upon the for-hire carriage of people and property. 

Members of the committee may not realize the particularly harmful impact 
of this tax on the trucking industry unless an example which may be foreign to 
their own state fiscal system is established here. I refer to the fact that one 
method of truck taxation sometimes used involves a gross revenue tax. This falls 
only upon the for-hire carrier since the private carrier has no such revenue. 
hauling as he does his own goods. 

Wherever any kind of tax of this nature, including regulatory commission 
fees, lies against the for-hire carrier it necessarily must, and it does, when added 
to the 3 percent excise tax on for-hire freight, widen even more the gap between 
for-hire and private carriage. If the Congress had intended to drive traffic away 
from the carrier whose service is available by rail, water, air, or highway to the 
general public, and shift it over to the privately owned vehicle, it would have 
been difficult to select a more effective device than the transportation excise tax. 

We should like to put two witnesses on to cover this important phase of the 
transportation situation. 

REPEAL OF SECTION 22 


Although the subject was barely touched upon by the railroads’ witnesses 
and is known to be a controversial one within the railroad industry, we will 
present testimony to demonstrate that the “free or reduced rates to Governments” 
clause in section 22 of the Interstate Commerce Act should be repealed in the 
‘interest of a sound public transportation system. We believe that the wide 
open, destructive and unfair competition which exists in the area of Federal, 
State, and local traffic should be eliminated just as we believe it should be elimi- 
nated in the area of the vast movements of highly processed agricultural products. 
We recognize that this committee has taken steps which may produce more ac- 
curate statistical data concerning the movement of traffic for the Federal Gov- 
ernment, but we do strongly urge that the committee give immediate consid- 
eration to striking from section 22 of the act the words “State, or municipal 
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governments,”. We will make this recommendation without prejudice, of course, 
to our strong conviction that at the appropriate time the Congress should also 
strike the words “United States” from that clause in section 22, so that eventually 
it should read “That nothing in this part shall prevent the carriage, storage, or 
handling of property free or at reduced rates for charitable purposes, or to 
or from fairs and expositions for exhibition thereat, or the free carriage of desti- 
tute and homeless persons * * * etc.” 
We will have two witnesses who will discuss this subject. 


PROPOSALS WE AGREE WITH (OR DO NOT OPPOSE) 


This committee has been offered a variety of proposals on transportation mat- 
ters, with which the trucking industry either finds itself in agreement or does 
not oppose. 

We shall not take the time of the committee, for the above reasons, either 
to discuss each of them at any great length here or to have witnesses testify on 
these subjects. 

I would, however, like the committee to know the position of the trucking indus- 
try on these particular problems and I shall name these proposals in passing. I 
shall confine comment to that extent necessary to make our position clear. 

The first of these proposals has to do with carrying the United States mail. 


MAIL 


The trucking industry is in agreement that the present laws relating to the 
transportation of United States mail are unsatisfactory. We can agree with the 
railroads that carriers should never be asked to transport mail for the United 
States Government at a loss, and we would certainly agree that the rates paid 
for the movement of mail should be sufficient to insure that the movement of so 
essential a thing as mail will be undertaken by safe, responsible, and competent 
carriers of the type best suited for the particular movement involved. While our 
carriers are not agreed on the exact legislative language that is needed to insure 
the proper transportation of mail by motor carrier, they are agreed that the 
present system, devised literally in horse-and-buggy days, contributes greatly 
to the present plight of the Post Office Department. Under present laws it is 
almost impossible for a responsible, properly organized and equipped motor car- 
rier to offer the Post Office Department its transportation service and expect to 
maintain a sound posture. Put another way, the effect of present laws is to 
encourage irresponsible and uneconomic bidding resulting in rates below com- 
pensatory levels. This situation should be corrected and our industry confer- 
ence groups are at the moment working hard among themselves as well as with 
the Post Office Department to resolve their differences. We hope in the not too 
distant future to be able to propose a legislative solution which will have the 
concurrence of the several segments of our industry. 

Let me add that we are not quarreling with the Post Office Department or 
criticizing it in any way. It is simply a matter of updating the law so as to 
permit the Post Office Department to take advantage of the fast, flexible, and 
reliable transportation service which the regulated motor carriers of this coun- 
try are providing other shippers but which, under present conditions, they cannot 
give the Post Office Department and remain financially whole. Such corrective 
action would also help solve the railroad problem of unprofitable transportation 
of mail. 

ILLEGAL FOR-HIRE CARRIAGE 


The second of these proposals has to do with illegal for-hire carriage by 
motortruck. 

All segments of the trucking industry are in full accord with the proposition 
advanced by the rails: that the Commission should have the power effectively to 
control illegal for-hire carriage wherever it occurs. 

A great many devices have been discovered through which for-hire transporta- 
tion can take place in circumstances which make it appear to be transportation 
not subject to regulation. For example, persons engaged in transportation for 
compensation without operating authority from regulatory bodies attempt to pose 
as private carriers through “buy and sell” operations, through various types of 
leasing devices, etc. 

This erosion of the traffic normally transported by regulated rail and motor 
carriers is harmful not only to the railroads but to the for-hire carriers by 
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motor vehicle, and they, together with the private motor carriers agree and believe 
that this erosion should be stopped. The problem is, how shall it be done? 

There is some disagreement within our industry as to whether or not the 
Interstate Commerce Commission needs additional authority in order to effec- 
tively take action against these illegal for-hire carriers. One school of thought, 
which includes a majority of the Commissioners, believe that additional language 
such as that suggested by the railroad witnesses is needed. Others believe that 
the law as presently written is adequate and that a more intensive enforce- 
ment effort by the Commission is the answer. Our carriers, for-hire as well 
as private, are presently participating in discussions through the Transportation 
Association of America looking toward a resolution of the question just posed. 
While the search for agreed additional language continues, we have been informed 
that the Interstate Commerce Commission is also carefully examining its proce- 
dures to make sure that every practicable effort is made under present statutory 
provisions to stop these illegal practices. 

Because of the facts just recited, ATA has no position to recommend at this 
moment, but I am authorized to state in their behalf that our for-hire confer- 
ences (common and contract carrier conferences) are inclined to agree with 
the language proposed by the railroads. On behalf of our private carrier 
conference, I am authorized to state that it still is inclined to the belief that the 
present language is adequate and that any change in the statutory definitions 
might cause more harm than good. However, as indicated above, that confer- 
ence is participating in the discussions now taking place and it may well be 
that a program to accomplish the principal objective of all can be discovered and 
recommended to you. 

The third of these proposals concerning which we shall not put on any witness 
has to do with the effort of the railroads to get out from under the enormous 
passenger train losses which are the real heart of the problem. 

While some might believe it to be to the selfish interest of the trucking 
industry to observe with disinterest the railroad trouble caused by tremendous 
passenger-train losses, we do not take that position. The argument that relief 
from the annual losses of six or seven hundred million dollars in passenger-train 
services would free the railroads to compete more vigorously in freight services 
has no appeal for this industry. As a matter of policy we do not believe that 
the railroads should be asked to furnish this or any other service at an out-of- 
pocket cost to them and we believe they are entitled to relief from such an 
obligation. 

With reference to their proposals seeking a change to “straight line’ method 
of accounting for depreciation and to their proposals for “construction reserve 
funds” we neither favor nor oppose these at this time. We shall have no wit- 
nesses on these proposals. 

OPPOSITION 


There are three proposals made by the railroads which are extraordinarily 
harmful to the trucking industry and which are vigorously opposed by every 
segment of truck transportation as well as by many shippers and others outside 
our industry. Weshall offer witnesses on each of these three. 


USER CHARGES 


The railroads have a custom of grouping all competitors into one unit and 
charging them all with subsidy. We shall demonstrate factually that this 
charge of special benefit from the Public Treasury is false as to the trucking 
industry. 

Since this is an involved subject, I shall content myself with a few basic 
remarks which will indicate to the committee the approach which our testimony 
will take. 

Because everyone knows that public roadways are obviously built and main- 
tained by governmental units—county, State, and Federal—it is easy to accept 
the conclusion that they are provided out of general tax moneys. We shall 
present a witness with facts from official sources, State and National, to demol- 
ish this easy concept. 

The fact is that our highways are built and maintained by special levies 
against highway users and that these taxes are specific and particular and 
levied against the owners of motor vehicles solely because they are the owners 
of motor vehicles. These taxes not only pay all of the cost of building and 
maintaing our highways, but they additionally provide an overflow of revenue 
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which goes into the State and Federal Treasuries. This provides us with the 
spectacle of a segment of the citizenry not only being directly made responsible 
and charged with the cost of a specific public service, but also being singled out 
for a special added contribution to the public treasuries. 

Our witness will also establish, I believe to your complete satisfaction, that 
within the category of highway users, which category demonstrably is paying 
its way and more, that the trucking industry itself is paying its way or more. 
Currently trucks are only one-sixth of all registered vehicles and pay on the 
national average, more than one-third of the total highway user taxes collected 
by the States. Nationally they are being asked to pay almost 40 percent of the 
cost of the new Federal Interstate Highway System. 

One more comment on this subject. For years we have shared with many 
others not in our industry a feeling that the allegation of subsidy in transporta- 
tion, even if it could be supported, comes in poor grace from the railroads. It is 
a matter of record that their industry owes its origin and much of its promo- 
tional drive to the gift of public lands whose area was greater than that of the 
Thirteen Original Colonies. 

The railroads brush off this fact with the allegation that, in the years be- 
tween, they have repaid this gift by extending land grant rates to the Govern- 
ment. The fact is, however, that the trucking industry without benefit of land 
grants has had to met these land-grant rates if it wished to haul Government 
traffic—has had to meet them and has met them. 

Millions of acres of this gift land has proved enormously valuable to the 
railroads, who in estimating their repayment in terms of traffic have failed 
to note their reservation of oil and mineral rights in the land involved. I shall 
not go into this subject further but will file with this committee a highly inter- 
esting booklet on this subject prepared by the brokerage firm of Merrill Lynch, 
Pierce, Fenner & Beane. It will give some idea of the value of these holdings 
and the income derived from them. The title of the booklet is Railroads Dis- 
cover Oil. 

As I said, in view of this, the constant allegation of subsidized competition 
emanating from the railroads is not only unjustified with respect to trucks but 
is questionable as a matter of integrity. Stone casting from their domicile 
should be, and is, a matter of some amazement. 


CHANGES IN THE RULES OF RATEMAKING 


We shall also put on two witnesses to discuss those railroad rate proposals 
known as the three shall nots or three prohibitions. 

Here again, the subject is one for experts and we shall have them before 
you to outline our beliefs and to be responsive to your questions. 

It is the basic belief of the trucking industry that these three shall nots, 
if enacted into law, would mean the end of the independent truckline. We be- 
lieve them to be a formula for the extermination of competition. 

The shall nots, incidentally, are generally recognized, and admitted, to be a 
renewed effort to enact into law the essence of the so-called Weeks report of 
several years ago, which was greeted favorably in transportation by nobody 
but the railroads. 

Careful analysis of the effect of these proposals, which will be presented to 
this committee, makes it clear what the end result would be. We have said 
before and we say to you today, that, if operative, these shall nots would provide 
a hunting license for the railroads to destroy their truckline competitors. This 
is a strong statement and we would not make it if we did not believe it suscepti- 
ble of proof. 

We do not like to impugn the motives of our railroad brethren in offering 
these proposals as a cure for their ills, with accompanying assertions that it is 
not their intention to destroy independent competition. The fact is, however, 
that when the Department of Commerce proposed that these shall nots apply 
to rates between carriers themselves and not merely between types of carriers— 
that is, between railroad and railroad rather than just between railroad and 
truck—they refused to support this proposal. Why not? We don’t think the 
proposal is sound in any form. But we feel that those who support its applica- 
tion between types of carriers logically must support its application between 
earriers themselves. Until they do so, we view with great reservation their 
apparent dedication to greater freedom in competition. 

As noted, we shall have two competent witnesses to testify on this proposal. 
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INTREGATION 


Finally, the trucking industry vigorously opposes railroad proposals that they 
be allowed freely to enter into ownership and operation of other types of trans- 
portation. At one time the railroads called this proposal integration, but for 
obvious reasons have changed the identification to such terms as “common 
ownership,” “department store transportation,’ and “diversification,” the latter 
a term borrowed from Wall Street. 

Here again is a subject which in its complexity and implications cannot be 
treated, except in passing, in a broad opening statement. We shall present to 
the committee two witnesses well qualified to develop our industry’s viewpoint 
and that of others on this form of integration. Succinctly stated, we do not 
believe it is ever a good idea to use a rabbit to deliver lettuce. 

In essence it is the belief of the trucking industry that if the railroads are 
allowed to move into motortruck service on their own terms and at their own 
option, they will quickly drive out the independent ownership—not through 
superior service but simply through the exercise of their still potent financial 
position. As noted, 99.45 percent of their traffic today is carload business. 
With this as a pool of business whose profits could be used to batter rates below 
the costs of the independent carrier, not many independents could survive. 

Contrary to the easy assumption of Secretary Weeks in his congressional 
testimony on this point, once out it would not be a simple matter for an inde- 
pendent to move back in. He would have to go through the processes of apply- 
ing for a certificate of convenience and necessity with all of its witnesses and 
hearings. And to what end? To be driven out again as soon as he started? 
That would be his prospect. There is a vast difference between failing in a re- 
tail store and later opening another one, as the Secretary seemed to believe 
was a parallel, and reentering regulated transportation. 

In these opening remarks I would ask the committee to consider this chain 
of what seems to us to be logic. The railroads say they need more rail traffic 
in order to prosper and that’s their justification for proposing the shall nots. 
So, to solve this problem of more volume, they propose to enter the trucking 
business in competition with their own railroad. If they are allowed to do so, 
and are successful, they are bound to take more business away from their rail 
lines. It is difficult for us to understand how this will help them. 

The answer certainly is not in the prospective profit from truckline operation. 
If they got every pound of business carried by independent trucklines last year, 
and handled it as efficiently, their total contribution from this source to their 
overall balance sheet would be less than half their current passenger losses. 

Based on 1956 figures which are the last complete ones available, if they put 
out of business every motor carrier operating under Interstate Commerce Com- 
mission authority and could take over all their business, the railroads would 
thus have increased their income, after taxes, by only $110 million. That $110 
million would be a far cry from—in fact less than 20 percent of—the nearly 
$700 million they are losing annually in passenger train service. 

That’s why this industry believes that the real purpose behind both the three 
shall nots and the common ownership or integration is the restoration of a 
virtual rail monopoly of for-hire transportation. We share that belief with 
others, including most recently the National Grange which stated its belief that 
this common ownership would lead to monopoly. And you will remember it 
was the National Grange which campaigned for and succeeded in having the 
Congress pass the original Interstate Commerce Act. 

We shall develop this subject with two witnesses. 

This reminds me of another background viewpoint which the committee 
might be inclined to keep in mind in considering the rate and jiutegration pro- 
posals of the railroads. 

I refer to their drive over a period of many years to cripple and handicap the 
operation of motortrucks through legislative and propaganda activity. The 
legislative activity was directed toward enactment of State laws restricting 
sharply the size and weight of trucks and toward the passage of punitive taxes 
and punitive forms of taxes. The propaganda activity was devoted to creating 
in the mind of the public a concept that trucks were unduly dangerous, were 
highly destructive of roads, and, as noted, were free loading at the public 
treasuries. 

My references are not mere assertions. 

The 74th Congress, through a subcommittee of the Committee on Interstate 
Commerce, undertook an “investigation of railroads, holding companies, and 
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affiliated companies.”” The subcommittee was made up of Senator Burton K. 
Wheeler, of Montana, as chairman; Senator Alben Barkley, Senator Harry 8S. 
‘Truman, Senator Wallace White, and Senator Henrik Shipstead. 

The subcommittee report was ordered to be printed on October 16, 1941. 

In its summary and conclusions, this report said in part: 

“Railroads and railroad associations have spent large sums in lobbying for 
antitruck legislation. Seldom revealing their true role, they have worked under 
cover behind the fronts of taxpayers’ groups, transportation associations, safety 
councils, and other organized groups. Among the measures thus secretly spon- 
sored have been laws increasing taxes on trucks, limiting the size and weight of 
trucks and trailers, and tightening insurance and license requirements. 

“Enforcement of Such legislation by railroads has been promoted by admittedly 
deceptive niethods. Intricate spy systems have been set up to catch trucks and 
truckers in violation of the laws. One man subsidized by railroad funds dis- 
guised himself as a salesman of scales for weighing trucks. Another concealed 
his railroad connection by pretending that his major interest was in getting 
truckers arrested so that he could supply them with bail bonds. One agent 
secured valuable information for the railroads as a representative of an ‘inde- 
pendent’ weekly. Staffs of railroads were organized into a vast iatelligence 
system for relaying information regarding truck movements. Rewards were 
offered to officers of the law to arrest truckers. Fictitious complaints from 
constituents were used in bringing pressure to bear on legislators. Material 
furnished free to newspapers and supposedly coming from a disinterested source 
gave wide publicity to the railroads’ point of view. Research studies presented 
as the work of impartial engineers or taxpayers’ groups, but actually financed 
by the railroads, purported to show the damage done to highways by trucks and 
the inadequacy of taxation on trucks. 

“In their legislative work the railroad associations have called on the staffs 
of railroads, chambers of commerce, shippers’ groups, and many others to testify 
in behalf of the railroads and to urge action on legislators. In many instances 
such groups have been paid by the railroads for their services ana have then 
urged their views on Congressmen as those of disinterested bodies unconnected 
with the carriers.” 

Members of this committee may also be aware of the decision of Judge Clary 
in the action brought by the Noerr Motor Freight, Inc., and others against the 
Eastern Railroad President’s Conference and Carl Byoir and others, tried in 
the United States District Court for the Eastern District of Pennsylvania. 

Mr. Noerr and other trucking industry plaintiffs asked the court for relief 
and damages as a result of the existence of a conspiracy to restrain their busi- 
ness and to disparage the trucking industry and create hostility to it. You will 
note the similarity of the charge to the findings of the Senate subcommittee in 
1941. 

In the final paragraphs of his summary of findings, Judge Clary, in returning 
a verdict assessing treble damages against the railroads and their propaganda 
agency and granting an injunction to forbid the practices complained of, had this 
to say: 

“Restated in extremely simple form, I have found the following: 

“1. That the defendants combined on and about May 19, 1949, with the intent 
and object of substantially lessening competition in the long-haul carriage of 
freight in unreasonable restraint of trade. 

“2. That they were joined in this combination by the Byoir organization on 
or about August 15, 1949, for the same purpose and with the same intent and for 
a handsome remuneration. 

“3. The instrumentality or means by which this object was to be achieved was 
primarily by a campaign designed to destroy the goodwill of the truckers and, 
secondly, by fomenting governmental restrictions obtained by virtue of the meth- 
ods outlined in the factual phase of this decision. 

“4. Hundreds of overt acts in furtherance of this plan were carried out 
throughout the country, and all in furtherance of the same object and design.” 

The findings of the United States Senate in 1941, supplemented and dupli- 
cated by the findings of a United States district court judge in October 1957, 
establish the facts of the railroad drive against truck service clearly and 
emphatically. 

It seems to us that undisputed evidence of railroads attitude toward truck 
service, as reliable as is this kind of finding, will impel this committee to 
examine with more than ordinary scrutiny the end result of railroad pro- 
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posals affecting trucks as well as to reject entirely their proposal that they 
be allowed to enter into trucking operations in identical service competition 
with the independent industry. 

With their attitude toward trucking service so clearly esablished, and their 
continuing effort to cripple and punish the trucking industry demonstrable 
beyond argument, it would appear that their proposals having to do with 
trucks must be viewed against that background. It is our contention that 
three of these proposals, namely the user charges, the changes in the rules of 
ratemaking, and the freedom of entry into,the trucking business are simply 
congressional vari:tion of a longstanding rule-or-ruin railroad policy toward 
our industry. 

We have every confidence that this committee will not support any pro- 
posals to aid such railroad as may. be troubled if those proposals would cripple 
or destroy our own industry and its vital service to the people in peace and war. 

I appreciate deeply the privilege of appearing before this committee and thank 
you gentlemen for your time and attention. 


STATEMENT OF GUY RUTLAND, JR., PRESIDENT, AMERICAN TRUCK- 
ING ASSOCIATIONS, INC., WASHINGTON, D. C. 


Mr. Rurianp. Thank you. 

My name is Guy Rutland, Jr. I am vice president of Motor Con- 
voy, Inc., an automobile hauling company out of Hapeville, Ga. 
Iam appearing here, as president of American Truc king Associations, 
Inc., of Washington, D. C., the national federation of the true king 
industry. 

I should like, if the committee please, to indicate here at the out- 
set the nature and extent of the testimony which American Truck- 
ing Associations’ witnesses will offer to you. I should also like to 
touch upon some aspects of transportation problems which concern 
the trucking industry directly or indirectly, but which we will not 
present by means of other witnesses. 

It might be helpful to the committee if I indicated, at the outset, 
that the president of our organization, unlike other organizations in 
the transportation field, is not a professional salaried or staff trade 
association executive. On the contrary, he is a truck operator elected 
at the annual meeting of the association and holding office by custom 
for a 1-year term. 

For that reason and because the trucking industry is both highly 
specialized and enormously complex taken as a whole, I should appre- 
ciate your permitting me to refer such specific questions as may be 

raised by my testimony to later expert witnesses. I cannot make 
asian to expertness on the wide range of activity of this or competi- 
tive transportation facilities. We have arranged for a division of 
the subject matter along the lines I shall shortly discuss, and will 
present witnesses in these categories who will be responsive to any 
Inquiries you may direct to them. 

Our industry has problems, as no doubt do all others. Our appear- 
ance before this committee, however, is conditioned not so much by this 
as by the fact that railroad witnesses have alluded repeatedly to truck- 
ing operations both as a cause and a possible cure of their ills. We are 
confident the committee will desire the facts by which to weigh such a 

strange reference. 

All of us who testify will try earnestly to be brief. We are willing 
to forego the possibility of underlining the importance of our various 
positions through the device of repetition. We are confident that the 
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members of this committee will not minimize the seriousness of what 
we say because we prefer to categorize our positions and thus largely 
eliminate repetition. 

Moreover, we are confining our presentation to the bare minimum 
of witnesses necessary for a clear understanding—and we do this, not 
for lack of an array of motor carriers, but in true deference to the time 
of the Senators making up this subcommittee and its parent committee. 


THE TRUCKING INDUSTRY 


No inquiry into problems in transportation can be successful with- 
out an adequate conception of the nature and extent of truck trans- 
portation. The term “trucking industry” is used to describe a variety 
of truck services, some of which are noncompetitive and many of 
which are internally competitive within the industry, as well as in 
competition with other forms of transport. 

American Trucking Associations itself is made up of 11 confer- 
ences, each reflecting the operations of 11 natural divisions of the 
trucking industry, plus 50 State associations made up of 1 in every 
State in the Union and the District of Columbia and 2 in Illinois. 
Our organization is a national federation of these units. 

Listing of the names of the conferences will serve to indicate the 
basic breakdown of major types of truck transportation. They are 
local cartage, regular route common carriers, contract carriers, com- 
mon carriers irregular route, household-goods movers, oilfield haulers, 
tank-truck carriers, private carriers, munition carriers, automobile 
transporters, and film carriers. 

As a federation, the membership of ATA is confined to the 11 con- 
ferences and 50 State associations. We have no direct company mem- 
bers. Truck operators or owners obtain their membership via 
membership in the State associations. These associations range in 
membership from less than a thousand to many thousands of oper- 
ators, depending upon the States involved. In addition, many of 
them have close working relationships with other org anizations whose 
members operate trucks incidental to their business or occupation, 
notably various private carriers and farm organizations. A reas- 
onable estimate would be that our affiliates represent the ownership 
and operation of well over a million trucks and tractor-trailer com- 
binations. 

In terms of trucking companies represented in the membership, an 
informed estimate would be that somewhere between 30,000 and 40,000 
such are members of the State associations and conferences. 

I would like to make two points in connection with this subject. 

First, to the extent that the Nation’s trucking industry is organized, 
it is or ganized through these associations, conferences, and American 
Trucking Associations. 

Second, the policy expressed here by witnesses has been arrived at 
strictly by democratic processes. It is made by elected representatives 
of the trucking companies, who are given the authority to speak for 
the membership i in free elections with each member of an association, 
regardless of the size of his company, given an equal voice. 

Now, as to the size of the Nation’s truck fleet, in terms of vehicles. 
I will have to use 1956 figures since the final tally on 1957 is not com- 
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pleted as to breakdown, the figures being compiled, of course, from 
those of the state registrars of motor vehicles. 

At the beginning of 1957 we had a total of 10,162,000 trucks and 
tractor-trailer combinations under registry, and an additional half- 
million Government trucks and combinations. 

Of these, more than one-half were so-called private carriers, the 
number being 5,487,000. These are vehicles in which the owner’s 
goods or products are transported by him, with his own employees 
and under his complete direction. They are owned by the whole 
range of industrial, mercantile, and distributive factors in our 
economy. 

Much of the hauling done by these nearly 514 million trucks is non- 
competitive with either the for-hire motortrucks or with railroads. 
The reason is that it is too limited in volume or too highly specialized 
in character for any other than the owner’s self-hauling. Obvious 
examples might be the equipped worktrucks of public utilities, the 
customer service trucks of small merchants and other vendors, or the 
trucks of a small manufacturing or processing plant. 

Of the nearly 514 million private carrier trucks, 4,806,000 are in 
local service. The balance of the total, or 681,000 trucks, are in inter- 
city hauling. It is pretty safe to say that nearly all of these are com- 
petitive within the teudhing industry with either or both types of 


common carriers, regular route and irregular route, and perhaps even 
more so with contract carriers. 

Some, but not all of these nearly 700,000 private carrier intercity 
units are also competitive with the railroads. An unknown number 
of them are not competitive with the railroads because they either go 


where railroads don’t go or they distribute enroute on service terms 
which no railroad could duplicate. 

I would like this committee to know that when the railroads refer to 
unregulated competition they refer, among others to be indicated, these 
private carrier trucks, and they refer only to rate regulation. Obvi- 
ously it is not possible to enforce rate regulation against trucks which 
have no rates, for the simple reason they belong to the owner of the 

roducts hauled. These owners would feel that they have the same 
bathe right to haul his own person and that of his family in his own 
car. 

I am sure the committee will wish to take notice of another fact 
about transportation arising from the operation of private carrier 
trucks. The right and the ability to own and operate these vehicles 
constitutes a powerful regulatory force bearing on the economics of 
transportation. Where the for-hire carrier could handle the traffic 
borne by these private carriers, his rates must be reasonably in line 
and his service excellent and complete, or the shipper turns to private 
carriage where he can do so. 

Another huge segment of truckownership is that classified as farm 
trucks, which carry their agricultural owners’ cargoes and hence are 

rivate carriers also. At the beginning of last year, there were 
3,049,000 farm trucks registered in the various States. These trucks 
do all the familiar hauling around the farm and between farm and 
market in many instances. The total does not include the for-hire 
farm haulers who are included in the next category to be mentioned. 

Again, the committee will wish to take note that these 3 million 
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trucks largely are noncompetitive with the railroads. They are 
somewhat competitive within the trucking industry itself with the 
for-hire farm hauler by truck. But toa great and almost total extent, 
this class of trucks, like so many of the private carrier trucks, actually 
feeds the railroads rather than replaces them; for what they do no 
railroad could do. 

We have just under a half-million trucks owned by government 
at all levels excluding the military. These are by and large completely 
noncompetitive, performing functions not suitable for for-hire trans- 
port of any kind, truck or rail. 

The final category making up the total are the for-hire carriers of 
the various types mentioned. At the end of 1956 these totaled 1,626,000 
units. Of this number, 610,000 were in over-the-road or intercity 
service and the remainder, or 1,016,000, were in local service. You 
will note the interesting fact that there are more private carrier trucks 
operating intercity than there are for-hire vehicles. 

The function of these for-hire trucks needs to be thoroughly exam- 
ined when studying the overall transportation picture. First, it must 
be noted that a portion of their hauling is geographically noncompeti- 
tive. By that aaa that these trucks pick up from and deliver to 
many points not served by any other form of transportation. Auto- 
mobile Manufacturers Association, after a laborious checking of maps 
and railroad points State by State, is authority for the statement that 
there are 25,000 communities in the Nation not served by railroad and 
depending upon trucks for existence. Trucks serving these points are 
performing a service no railroad could perform. 

The committee should also take note of the fact that a substantial 
amount of the traffic moved by the for-hire carriers is, for all practical 
purposes, noncompetitive with the railroads for two reasons. One of 
these is the size of the shipment and the other is the service or time 
requirement involved in its carriage. 

Most railroad proposals made before this committee and having to 
do with rates or integration are aimed at the for-hire carrier segment 
of the trucking industry, except for those having to do with private 
carriers and user charges. 

An analysis of the railroad traffic shows that 99.55 percent of their 
volume is made up of carload business and only 0.45 percent is less 
than carload. Moreover, this less-than-carload business had been an 
out-of-pocket-cost item for the railroads year after year, with actual 
loss running close to $100 million. 

The for-hire motor carrier of general freight, on the other hand, 
finds that only 38 percent of his traffic is made up of so-called truck- 
loads, which is to say, shipments of 10,000 pounds and upward. The 
balance, or 62 percent, is made up of less truckload. 

Although the breakpoint between less-carload and less-truckload 
shipments as compared to carload and truckload is the same—10,000 
pounds—I should like to point out that the average truckload ship- 
ment weighs considerably less than does the average carload shipment. 

You often have heard the railroad complaint that the common car- 
rier truck has taken the “cream of the traffic.” By this they mean the 
high-rated traffic, made up largely of manuactured products. This 
traffic largely moves in smaller shipments. It is unsuited in both size 
of shipment and delivery time requirements to rail haul. It is actually 
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so far from being “cream” for the railroads that, as noted, they con- 
sistently suffer a huge out-of-pocket loss when they try to haul it. 

On the other hand, certain low-rated products such as coal, for 
example, are actually “cream” for the railroads, as witness the pros- 
perity of the bituminous roads. This traffic, low rated though it be in 
comparison with manufactured goods, is ideally suited to rail hauling, 
and they make substantial profits hauling it. Trucks are virtually 
noncompetitive for this traffic since it is physically not adapted to 
long-distance truck movement. 

Products of mines, a small portion of overall intercity truck traffic, 
account for more than half of rail tonnage. In addition, there are 
large volumes of manufactured goods with lots of bulk and no time 
pressures beyond rail service which railroads move without. much 
truck competition. These are not “cream of the traffic” for trucks, 
but all of them do well for the railroads. 

What I am saying is that the division of traffic, through the exer- 
cise of natural demands of the market place and the service character- 
istics of the various kinds of carriers, tends to base itself along certain 
distinct lines. Much of this traffic is actually noncompetitive for 
practical reasons mentioned, but there is a gray area where the service 
characteristics of the types of carriers merge to some extent. 

If this committee were not made up of transportation experts, they 
might well assume from railroad testimony that the determining 
factor in freight movement is that of rates. This is just as inaccu- 
rate as the general picture which has been painted by their spokesmen, 
conjuring up the trucking industry as one getting its business by rate 
cutting. It is obviously true that rates are a factor, and that rate 
cutting can be carried to a point where service considerations yield 
to price. 

Subsequent testimony will show that actually truck rates in many 
cases are equal to or higher than rail on substantial amounts of traffic. 
The final cost to the shipper because of the time element and quality 
of service, including truck flexibility and less loss and damage, often 
is the decisive factor. 

Why shippers want and must have independent truck service of 
high quality can best be shown by example, and by example familiar 
to members of this committee. 

During the past several years we have invited reports from ship- 
pers as to why they used trucks, and asked for comment. I should 
like to offer just a few of these comments from among the hundreds 
received. They will be typical. I shall also confine myself to the 
territory of members of this committee, in the almost certain belief 
that the shippers commenting will be known to the committee mem- 
ber from the State represented. 

A small business house employing 32 people, from the home State 
of the subcommittee chairman, the Trade Engraving Co. and Trade 
Tool & Engineering Co. of Orlando, writes that it receives 75 percent 
of its incoming and dispatches 30 percent of its outgoing freight by 
truck, and then adds: 

Since development of satisfactory trucking facilities we have noted a decided 
increase in industrial development in the State, which we definitely feel is a 
direct result of these increased facilities * * * that in Florida there are a 


great number of small concerns like ourselves who have been helped through 
truck transportation. 
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A medium-sized company, the Canaveral Corporation of Port Cana- 
veral, reports that all of its petroleum products in a recently con- 
structed tanker terminal at the port are brought in by tanker and sent 
out by truck since there are no rail connections, 

We intend to construct additional tanks for lease to other companies and also 
to construct and lease other industrial facilities at this point, and therefore 
highway transportation is of great importance to us and to our prospective 
tenants. ; 

From Texas, the Texas Vitrified Pipe Company of Mineral Wells 
reports that it employs 210 men, that 95 percent of its incoming 
freight and 90 percent of the outgoing moves by truck and states: 

Our establishment was located on a key Federal highway as it was antici- 
pated that a large portion of our shipments as well as materials required for pro- 
duction would be handled by truck. 

The Gulf Oil Corp.’s production division installation at Crane, 
Tex., reports 203 employees in the immediate area, with 95 percent of 
all incoming and outgoing freight handled by truck in view of the 
fact— 
that we have no railroad service in Crane County, Tex. As you can see, inas- 
much as truck transportation is practically the only means of handling freight, 
it is vitally important to our business that this service be rendered to this im- 
mediate vicinity. 

From a large Texas city, Lennox Industries, Inc., of Fort Worth, 
employing 350 people, says: 

Without adequate trucking facilities in Fort Worth we would be unable to 
carry on our business efficiently. Due to the flexibility and type of service 
rendered by trucking concerns compared to freight (railroad) lines, even on an 
LTL basis, movements of both incoming and outgoing freight would be ham- 
pered. Our selection of our plant location did include consideration of the large 
number of motor carriers available in this section of the country. 

_ From Ohio, Eaton Manufacturing Company of Cleveland, employ- 
ing 12,000 workers, receives 90 percent of its incoming and dispatches 
95 percent of its outgoing freight by truck. Says the company: 

Our company finds the trucking industry indispensable, both for convenience 
and service. From the high percentage of shipments of both incoming and out- 
going freight handled by truck, it is obvious that our business could not operate 
for long without them. 

_ Hobart Manufacturing Co., in Troy, Ohio, employs 1,400 people in 
its plant in that city, receives 25 percent of incoming and sends out 
90 percent of its traflic by truck. Says the company: 

You will note above, excluding carloads of basic materials which we would 
consider to be noncompetitive freight, by far the greater portion of incoming 
freight is by truck. We would certainly regret to see any situation in which 
competition between the different transportation agencies might end to seriously 
injure if not destroy any one of them. We definitely feel there is need for each 
of the various agencies in strong condition as they exist today. 

From Cessna Aircraft’s industrial hydraulics division at Hutchin- 
son, Kans., a typical small factory employing 315 people, shows its 
dependence on trucks by indicating that 85 percent of its incoming 
and 95 percent of its outgoing freight moves by truck. And from 
Wichita, this comment from Wichita Precision Tool Co., which em- 
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pire 135 people and ships all incoming and outgoing freight by 
truck: 


Since our entire movement of raw and fabricated materials is made by truck, 
we are naturally extremely interested in the advantages of the flexibility afforded 
by this type of transportation. We have found the use of trucking facilities to 
be entirely adequate to meet our requirements which are nationwide as to 
distribution. 

From Connecticut, the Barden Corp., a jeans manufacturers of 
Danbury, reports employment of 900, and that about 70 percent by 
volume of its incomin aoe arrives by truck with only 5 percent 
outbound, the balance being by parcel post. The company notes: 

Due to inadeqaute rail service, this area must rely on motor carriers to a 
great extent. We are fortunate, being an offline point, to be serviced by most of 
the larger motor carriers and we do receive quite good service. I might add that 
the cooperation of the motor carriers during the two devastating floods of 1955 
was indeed gratifying. 

And this highly significant and by no means rare comment from 
Republic Foil & Metal Mills of Danbury, which receives 85 percent 
of incoming and dispatches 95 percent of outgoing freight by truck: 

Motortrucks have served us faithfully since formation 10 years ago. During 
our infancy and the years it took us to become established, other means of trans- 
portation ignored us completely. 

The company has emerged from infancy and now employs 135 people. 

Thousands of reports like these can be had from shippers all over 
the country. Every — of shippers, to discover why they use certain 
types of carriers, indicates that a major reason for truck use is the 


a and flexibility of service and the attention to the needs of the 
i 


s e. 

ik vaibroed publication, Railway Age, an authoritative spokesman 
for rail interests, reports in its February 1958 issue on a survey it took 
among 20 representative manufacturing plants in a major city. The 
survey showed that of 14,639 shipments made in a recent month 660 
went by rail, the balance by truck. Under 20,000 pounds, trucks 
hauled by far the greater number. This is the type of shipment which 
the railroads cannot handle economically. Over 20,000 pounds, the 
rails handled 52 percent of all such shipments. 

If a railroad, says the survey editor, can offer good service and also 
attractive rates, it could get some of this business. Says the publica- 
tion : 

Shipper evidence is overwhelming to the effect that greater dependability and 
speed of railroad service is a prime necessity— 
and then points out that both these are— 
strictly up to the individual railroad. 


So it is obvious that traffic seeks out the carrier who can perform 
the service which the shipper needs, courteously, esa, a and 
with dispatch. That is why the for-hire branch of the trucking indus- 
try has registered its steady growth. That is the reason for the 
existence of the 1,626,000 trucks in for-hire service. 

Also among the for-hire carriers is the hauler of exempt commodi- 
ties. The total number of such carriers is not known because they are 
not regulated as to rates and operating authority. I shall have more 
to say about these carriers shortly. 
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NEED FOR A STRONG TRANSPORTATION SYSTEM 


The industrial, agricultural, and commercial health of the Nation 
depends upon a strong and sound transportation system. The system 
must be responsive to the overall needs of all shippers and consignees. 
Moreover, each type of transportation must keep abreast of modern 
technology in a continuing effort to improve its performance. 

In spite of the opportunity for agriculture and industry to perform 
portions of the transportation job with self-owned facilities, the main 
reliance of literally hundreds of thousands of shippers and consignees 
must be upon for-hire carriage by water, air, rail, and truck. 

The task of protecting regions, commodities, markets, and carriers 
cannot be accomplished for these producers, vendors, and consumers 
without the protective intervention of regulatory authority. The 
elements of regions, commodities, markets, and carrier service and 
rates must at all times be kept in balance. Failure to do so involves 
economic peril of substantial magnitude, as this country discovered in 
the years prior to the passage of the Interstate Commerce Act. 

There is as much danger to the economic health in turning loose a 
carrier to operate on his own terms as to rates and services, as there is 
to the physical health in permitting uneducated and untrained indi- 
viduals to practice medicine. 

Beyond the need for a strong transportation system for the do- 
mestic economy, a similar need exists in connection with national 
defense. 

There has been a marked tendency to underrate the role of the 
motortruck in the last war. Literally thousands of war plants de- 
pended upon trucks, both common ial contract carriers, to meet their 
production demands. Some Senators may remember the storm of 
protest voiced by major and minor war-production plants when it 
was proposed, in the interest of tire conservation, to limit truck hauls 
to 300 miles, early in the war. 

In World War I, lacking the support of truck transportation, the 
railroads broke down, as all of us remember. In World War II the 
motortruck, unhonored and unsung, carried a huge load. Truck 
transportation freed the railroads for the type of munitions hauling 
which later enabled them to offer you a high statistical figure on the 
amount of actual military traffic hauled. Without the work of the 
trucks a very substantial amount of this Government traffic could not 
have been produced. 

No one disagrees that, if another war, develops, this Nation, itself, 
will be a huge battlefield. Missiles, with or without atomic or hydro- 
gen warheads, and bombers, with either or both, are the weapons 
which make this certain. 

I earnestly call the attention of this committee to the undisputed 
role of trucks in such an eventuality, and the concomitant necessity 
for maintaining a strong and independent trucking industry for na- 
tional protection. Anyone who has seen the involved yards and switch- 
ing districts of the railroads, many of them with electronic installa- 
tions, knows the fearful damage which could be inflicted upon them. 
In a famous advertisement, an organization of railroad suppliers 
pointed this out most graphically when it termed these installations 
a “primary target.” Once knocked out, it is obvious that, even dis- 
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counting radioactivity in the area, the job of restoration would be 
enormously time consuming. It is obvious also, that these major and 
complex rail installations are located in the very areas most likely to 
be enemy —. of the first consequence. Not only switching and 
assembly yards are involved, but also railroad bridges and tunnels. 

There are many who believe that should war come, trucks will be 
our main reliance. They can go anywhere roads go and even move 
without roads if necessary, as they did in France on occasion in World 
War IT, and as they did later in Korea. 

Moreover, it is possible to throw an emergency pontoon bridge across 
our widest river in 24 hours or so, and these bridges can haul our big- 
gest loads. Trucks have proved repeatedly in flood situations in this 
country that with other transport knocked out they can move essen- 
tial property and imperiled people, and that on an emergency basis 
they can keep vital services alive and functioning. 


THE PRESENT SYSTEM IS SOUND 


There is no need to recite to this committee the fact that railroads 
have claimed to be in trouble almost continuously since they were 
built. This is not to minimize the fact that some railroads today 
may be in some difficulties. Even a casual glance at these particular 
roads and what they haul, and a similar comparison with other rail- 
roads, shows why they have such trouble as they may be in. The 
reason is largely huge passenger deficits. 

The editor of a traffic publication, which in its 50 years of ex- 
istence has faithfully reported for the benefit of the Nation’s ship- 
pers and carriers the ups and downs in transportation, spoke last 
month before the Transportation Association of America. This is 
an organization made up of all types of carriers: land, water, and 
air; a cross section of shippers, including agriculture; and investors. 
The title of his address was: “Is There Really a Transportation 
Crisis?” 

He quoted liberally from public utterances of railroad executives 
and railroad association spokesmen, from his files going back 35 
years and covering the period between. I shall quote liberally from 
his talk. 

This committee might wish to have some of those comments—they 
will sound familiar—and to view them against what has happened 
in the years between. One inescapable conclusion will derive from 
such an inspection, that is, that railroad management has no quali- 
fications whatever in the field of prophecy, particularly dire prophecy. 

Back in 1923, 35 years ago come April, L. F. Loree, president of the 
Delaware & Hudson Railroad, speaking in New York, said: 

Railroading is no longer a business; it has become a calamity * * * Gov- 
ernment regulation has eaten like a cancer into the stability of the railroad 
industry, and at this moment seriously threatens its economic efficiency and 
the general welfare of the American people. 

One year before that, in 1922, the Secretary of Commerce said in his 
annual report: 

We must find a way out of the cycle of systematic starvation of a large 


part of our railroad mileage and the denudation of our railroad managers of their 
responsibilities and initiative. 
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In May of 1928, speaking before the annual meeting of the United 
States Chamber of Commerce in Washington, Fred Sargent, then 
president of the Chicago & North Western Railway said: 

Our present system of regulation, especially of railroad transportation, has 
reached a point where it is tantamount to Government ownership without Gov- 
ernment responsibility. 

In the same year, the House Committee on Interstate and Foreign 
Commerce put out a report on a bill to facilitate consolidations or 
mergers of railroads, and in its report it says: 

Carriers must place themselves in a position which will invite the capital 
necessary to improve and promote the service they are tendering. Many weak 
roads have found it absolutely impossible to obtain the money necessary for 
capital expenditures. Even some so-called strong roads have been compelled 
to rely upon bond issues when a sound financial program demands the issuance 
of shares of capital stock. 

Rates must be soundly made and adjusted. Carriers are entitled to charge 
rates which will yield them a reasonable return. The public, on the other hand, 
is entitled to the best service at the lowest rates compatible with that service * * * 

Substantial and effective competition between carriers must be assured * * * 
There still remain real opportunities for competition in rates. Competition in 
service, however, will undoubtedly bring about many necessary improvements. 
As a matter of fact, many of our shippers today and a substantial portion of the 
consuming public are vitally interested in expeditious and safe delivery as well 
as in rates. But competition, whether in rates or in service, cannot be effective 
unless the competing carriers are strong and well-balanced. 

Way back in 1923 the question of the railroads financing of equip- 
ment was also a big topic of conversation and planning. There was 
a proposal, developed and advanced by the National Association of 
Owners of Railroad Securities, for an agency to be known as the Na- 
tional Railway Service Corp. This would have been formed under a 
Federal charter, as a nongovernment organization, privately financed, 
to take general charge over rail freight transportation equipment, 
subject to the proposed pool operations, and to repair old cars and build 
new ones for the purpose of bringing about the unification of freight- 
car control. This was known as the Warfield plan after S. Davies 
Warfield, president of the association proposing it. 

It was opposed by the predecessor to the Association of American 
Railroads, the Associated Traffic Clubs board of directors, and others, 
and it soon faded out. 

The record of public utterances of railroad executives going back 
many years is keyed to the pitch of those few quoted. 

I must call the attention of this committee to two salient facts about 
those statements of railroad troubles back in 1922, 1923. 

From our own standpoint, by far the most important is this: In 
those years there was no effective truck competition for the railroads. 
The trucking industry was just being born and intercity truck traffic 
was of little or no competitive consequence. 

The second point is this: Despite these claims of deep-seated trouble, 
of impending disaster and threatened Government ownership as the 
only solution, made repeatedly over the years, as now, by railroad 
spokesmen, the committee will note : 

1. The railroads are still with us, and in the intervening years have 
enjoyed some of the most. profitable periods in history. 

2. Despite their reputed financial plight, they have spent billions of 
dollars since the twenties in improving equipment and facilities. We 
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note that the spokesman of the Association of American Railroads 
has told the committee that such expenditures by the railroads since 
the end of World War II have aggregated nearly $13.5 billion. There 
is almost an apology in his mention, as an afterthought, that of course 
this huge sum. amounts to merely $7.3 billion “expressed in constant 
dollars of 1929 value.” 

This expenditure, it should be noted, was made in a pemnes of pas- 
senger train losses running into the billions. Obviously, the money 
came from freight traffic hauled profitably in competition with trucks 
and other carriers. 

It would seem that the conclusion must be inescapable that in 
principle our present transportation policy must be sound, whatever 
the railroads may think about it. Certainly, whatever changes may be 
made in an effort to cure any of the problems of the vaibebards must not 
affect the terms of competition for the hauling of freight, an activity 
in which the railroads are doing very well indeed. 

On this same subject, the committee may wish to note an interesting 
reversal of railroad thinking in connection with their problems. In 
1938, a presidentially appointed Committee of Six, including 3 rail- 
road executives and 3 salt her representatives, reported that in addi- 


tion to a lowered traffic volume due to business conditions, railroads 
were suffering from loss of traffic to other modes of transport and 
“depression in the railroad rates * * * ascribable practically in its 
entirety to the effects of competition from these other modes of trans- 
portation.” 

As a remedy, these rail spokesmen recommended enactment of a 


national transportation policy that would “preserve the inherent 
advantage of each mode of transportation.” This language became 
the law in the Transportation Act of 1940. The trucking industry, 
then and now, believed that policy to be sound and we did not nor do 
we oppose it. Nor did the railroads as late as November 1953, when the 
Association of American Railroads said : 

In 1940, the Congress of the United States, after months of study and delibera- 
tion, adopted a national transportation policy which is recognized by states- 
men, economists, business leaders, publicists, educators, and others as sound, 
equitable, and just to all. 

They should indeed agree with it. In spite of the competition of 
all other carriers, their ton-miles rose from 338,000 million in 1939 
just before enactment of the policy to 656,000 million in 1956, a rise 
of nearly 100 percent. 

It might be noted, in the mdist of all the gloom, that, according to 
the February 1 issue of Business Week, some of the major railroads 
are far indeed from being in trouble. 

Of the 47 railroad stocks that are traded actively on the Big 
Board, based on Standard & Poor’s rating, 3 are rated “excellent,” 
7 are rated just below “excellent” as “good,” and 9 more are classified 
as “above average” investment risks. The rating is based on “earn- 
ings and dividend stability and growth.” Only three of the preferred 
railroads are in the East and all of these disdain passengers and huge 
passenger deficits and carry soft coal—a type of traflic representative 
of what railroads haul best, despite a low rate, as compared with the 
high-value, fast-service items hauled by truck. 
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PROPOSALS WE AGREE WITH 


Despite the basic soundness of our national transportation policy 
and its administration by the Interstate Commerce Commission, we 
are in agreement that curative steps need to be taken in certain as- 
pects of regulation. We are not in opposition to certain other pro- 
posals. We do find ourselves in complete opposition to still another 
category of suggestions. I should first like to name those proposals 
with which our industry is in agreement with the railroads and others, 


AGRICULTURAL EXEMPTION 


The trucking industry is not opposed to the exemption of vehicles 
transporting agricultural, horticultural, and seafood products where 
such exemption is necessary to give to farmers, fishermen, and persons 
raising horticultural products flexibility in the movement of their 
products to markets and to relieve those persons from the burdens of 
regulation. 

owever, the trucking industry concurs generally with the rail- 
roads on the proposition that those exemptions should be strictly lim- 
ited to the fulfillment of those two objectives and should not be ex- 
panded to permit the unregulated transportation of what might be 
termed industrially produced products as has occurred within recent 
years through court decisions. 

In recent years the courts, solely because of technical deficiencies 
in the language of the statute, have declared products such as frozen 
fruits and vegetables, dressed poultry, powdered milk and others to 
be agricultural commodities, transportation of which is not subject 
to regulation. 

This despite the fact that their movements have little or no bearing 
on the original objectives of the agricultural exemption. We expect 
to call two expert witnesses who will demonstrate to you that. the 
Congress should immediately reexamine this provision of the statute 
and enact legislation which will cure the present defects in the law 
and which will restore to regulation the movement of commodities 
such as I have just mentioned. 

As I have stated, we do not propose, nor do we believe the Congress 
should, eliminate the agricultural exemption, but we very strongly 
urge that it be clarified so that it will operate only as originally in- 
tended by the proponents, and as intended by the Congress. 

We should like to put on two witnesses to cover major aspects of 
the hauling of exempt commodities. 


TRANSPORTATION EXCISE TAX 


We are in complete agreement with all other for-hire carriers as 
to the harmful effects of the Federal transportation excise taxes. We 
share their feeling that these taxes, originally enacted not as a revenue 
measure but to discourage unnecessary travel or freight movement 
during wartime, continue to exert discouraging effect upon the for- 
hire carriage of people and property. 

Members of the committee may not realize the particularly harm- 
ful impact of this tax on the trucking industry unless an example 
which may be foreign to their own State fiscal system is established 
here. I refer to the fact that one method of truck taxation some- 
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times used involves a gross revenue tax. This falls only upon the 
for-hire carrier since the private carrier has no such revenue, hauling 
as he does his own . 

Wherever any kind of tax of this nature, including regulatory 
commission fees, lies against the for-hire carrier, it necessarily must 
and it does, when added to the 3 percent excise tax on for-hire freight, 
widen even more the gap between for-hire and private carriage. If 
the Congress had intended to drive traffic away from the carrier 
whose service is available by rail, water, air, or highway to the general 

ublic, and shift it over to the privately owned vehicle, it would have 
n difficult to select a more effective device than the transportation 
excise tax, 

We should like to put two witnesses on to cover this important 
phase of the transportation situation. 

The Cuatrman. Mr. Rutland, before you leave that subject, are 
you in general agreement with the proposition—and I know other 
experts will cover it more in detail—that the excise tax also has a 
tendency to become discriminatory, particularly where there are long 
hauls to market ? 

Mr. Rutuanp. Yes, sir; we are. 

The Cuamrman. You are in general agreement on that ? 

Mr. Ruruanp. We are in general agreement. 

The Cuarrman. I understand that you are from Georgia ¢ 

Mr. Rutianp. Yes, sir. 

The CuHatmrman. So you would be farther from market than some 
of the others. You would have longer hauls. 

Mr. Ruttanp. That is true. 

The Cuatrman. I think we want to establish that proposition here, 
that it is discriminatory, especially in the longer haul to the market. 

Mr. Rorianp. That’s right. 


REPEAL OF SECTION 22 
Although the subject was barely touched upon by the railroads’ 
witnesses and is known to be a controversial one within the railroad 
industry, we will present testimony to demonstrate that the “free or 
reduced rates to governments” clause in section 22 of the Interstate 
Commerce Act should be repealed in the interest of a sound public 
transportation system. We believe that the wide open, destructive, 
and unfair competition which exists in the area of Federal, State, 
and local traffic should be eliminated just as we believe it should be 
eliminated in the area of the vast movements of highly processed 
agricultural products. We recognize that this committee has taken 
steps which may produce more accurate statistical data concerning 
the movement of traffic for the Federal Government, but we do 
strongly urge that the committee give immediate consideration to 
striking from section 22 of the act the words “State, or municipal 
governments,”. We will make this recommendation without prej- 
udice, of course, to our strong conviction that at the appropriate time 
the Congress should also strike the words “United States” from that 
clause in section 22, so that eventually it should read “That nothing 
in this part shall prevent the carriage, storage, or handling of prop- 
erty free or at reduced rates for charitable purposes, or to or from 
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fairs and expositions for exhibition thereat, or the free carriage of 
destitute and homeless persons * * * etc.” 
We will have two witnesses who will discuss this subject. 


PROPOSALS WE AGREE WITH (OR DO NOT OPPOSE) 


We do not propose to offer any witnesses on this. 

This committee has been offered a variety of proposals on trans- 

rtation matters, with which the trucking industry either finds 
itself in agreement or does not oppose. 

We shall not take the time of the committee, for the above reasons, 
either to discuss each of them at any great length here or to have 
witnesses testify on these subjects. 

I would, however, like the committee to know the position of the 
trucking industry on these particular problems and I shall name 
these proposals in passing. I shall confine comment to that extent 
necessary to make our position clear. 

The first of these proposals has to do with carrying the United 
States mail. 

MAIL 


The trucking industry is in agreement that the present laws relat- 
ing to the transportation of United States mail are unsatisfactory. 
We can agree with the railroads that carriers should never be asked 
to transport mail for the United States Government at a loss, and 
we would certainly agree that the rates paid for the movement of 
mail should be suflicient to insure that the ino,ement of so essential 
a thing as mail will be undertaken by safe, responsible, and competent 
carriers of the type best suited for the particular movement involved. 

Senator SmatruHers. Senator Schoeppel has a question. 

Senator Scuorrret. I don’t want to break in, but on that very 
subject, do you, as a trucking organization or as a trucker interested 
in that type of transportation, do you have the right or the opportun- 
ity on the part of the Post Office Department to bid on that? 

Mr. Rurianp. Senator, I should like to put it this way: We can 
bid, it is true, but the law as set up now prohibits the Post Office 
Department from offering this in bids, and limits it to carriers who 
are qualified to handle it economically, to responsible-type carriers. 
The law as presently set out pushes this business toward the carrier 
who is not financially stable, who will take a bid at any price in order 
to get to haul the traffic. He doesn’t last very long, but in the mean- 
time legitimate carriers are knocked out of heading mail. We do 

ropose that we have some adjustment there where the Post Office 
partment will be allowed to ask for bids from those who are really 
qualified to haul the mail. 

Senator Scuorrret. I understand, as the chairman has indicated, 
that we will have the Post Office Department officials before this 
committee to testify on that subject. I am wondering if you as a 
trucking association have had the opportunity to provide this com- 
mittee with any statistics or loss figures or volume figures on your 
handling and transportation of mail over the roads? 

Mr. Rutianp. We have not, so far as I know, Senator, but I will 
have that prepared. 

21278—58—pt. 23 
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Senator Scuorrre.. We will "erased get that from the postal 
Department authorities. I think it would be well if you do have 
some breakdown to give us the benefit of it. 

(The material subsequently submitted is as follows :) 


In response to Senator Schoeppel’s question, it should be stated that a direct 
response is difficult. 

There has not been developed enough mail traffic within the organized truck- 
ing industry to make it possible to sort out loss figures which would be author- 
itative on a national scale. 

This is true for a variety of reasons, the primary one being the fact that 
present law discourages the use by the Post Office Department of the organ- 
ized trucking industry. However, it can be stated that to the extent the facili- 
ties of the trucking industry have been used by the Department the costs of 
mail transportation have been lowered by approximately one-third. These sav- 
ings include total costs of intercity mail transportation by truck, including 
terminals and additional personnel needed by the Department. In each instance 
where trucking has been used to transport the mails, service has been improved 
by upward of 24 hours. 

As to traffic, the Post Office Department in fiscal 1957 had slightly more 
than $12 million in mail traffic being transported by truck. This is in addition 
to $42 million approximately being paid for so-called star-route transportation. 
Ordinarily truck traffic in the first category is labeled T-route. This is trans- 
portation of bulk mails exclusive of first class. Star-route transportation, most 
of which is by truck, actually is a complementary service for railroad distri- 
bution and normally is high cost because volumes on individual routes are 
light and distances long. In addition, rural-box delivery is often part of the 
service. 

The figures cited above contrast with a minimum mail traffic by truck of 
approximately $120 million if truck transportation were used in its natural 
sphere, i. e., the 300-mile zone. 

The trucking industry in its endeavors to secure mail contracts is bound by 
the archaic 1848 Star Route Act. The General Accounting Office has ruled that 
contracts under this legislation must go to the lowest bidder with no effective 
definition of responsibility. 

The result has been wildcat operations by individuals operating unsafe equip- 
ment with 12- and 14-hour days and 100-hour weeks the average. 


Mr. Rutianp. We will be happy to present an exhibit and give it to 
you just as soon as we get it done. I am not sure we have it now, because 
we haven’t been hauling much of it, is the real reason. I think we can 
develop some information for you. 

While our carriers are not agreed on the exact legislative language 
that is needed to insure the proper transportation of mail by motor 
carrier, they are agreed that the present system, devised literally in 
horse-and-buggy days, contributes greatly to the present plight of the 
Post Office Department. Under present laws it is almost impossible 
for a responsible, properly organized and equipped motor carrier to 
offer the Post Office Department its transportation service and expect 
to maintain a sound posture. Put another way, the effect of present 
laws is to encourage irresponsible and uneconomic bidding, resulting 
in rates below compensatory levels. This situation should be cor- 
rected, and our industry conference groups are at the moment working 
hard among themselves, as well as with the Post Office Department, 
to resolve their differences. We hope in the not too distant future to be 
able to propose a legislative solution which will have the concurrence 
of the several segments of our industry. 

Let me add that we are not quarrdtne with the Post Office Depart- 


ment or criticizing it in any way. It is simply a matter of updating 
the law so as to permit the Post Office Department to take advantage 
of the fast, flexible, and reliable transportation service which the regu- 
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lated motor carriers of this country are providing other a but 
which, under present conditions, they cannot give the Post Office De- 
partment and remain financially whole. 

Senator Smaruers. Mr. Rutland, you say that you hope to come up 
with some proposed legislation with respect to the carrying of mail. 
I would like to invite you to expedite that proposal because we hope 
that one of the results of these Reais will be that we as a subcom- 
mittee can have some specific proposals to study. 

Mr. Rorianp. We will a our efforts. 

Senator Smaruers. So that within a space of 6 or 7 weeks we will be 
able to come out with a proposed new law, and we would like to see 
your recommendations before we get too far into the consideration 
of that matter. So please hurry those along. 

Mr. Rutianp. We will do our very best because it is a matter that 
we would certainly like to get into if we could. 

Such corrective action would also help solve the railroad problem 
of unprofitable transportation of mail, since we all recognize that there 
are certain areas that we can serve more efficiently than they can, and 
they have to do it now in order to get the other. 


ILLEGAL FOR-HIRE CARRIAGE 


The second of these proposals has to do with illegal for-hire carriage 
by motortruck. These are the ones on which we are not going to pre- 
sent a witness. 

All segments of the trucking industry are in full accord with the 
proposition advanced by the rails, that the Commission should have 
the power effectively to control illegal for-hire carriage wherever it 
occurs. 

A great many devices have been discovered through which for-hire 
transportation can take place in circumstances which makes it appear 
to be transportation not subject to regulation. For example, persons 
engaged in transportation for compensation without operating au- 
thority from regulatory bodies attempt to pose as private carriers 
through “buy and sell” Sparen through various types of leasing 
devices, et cetera. So the average officer who stops them cannot 
quickly tell it. 

This erosion of the traffic normally transported by regulated rail 
and motor carriers is harmful not only to the railroads but to the for- 
hire carriers by motor vehicle, and they, together with the private 
motor carriers, agree and believe that this erosion should be stopped. 
The problem is, How shall it be done? 

There is some disagreement within our industry as to whether or 
not the Interstate Commerce Commission needs additional authority 
in order to effectively take action against these illegal for-hire car- 
riers. One school of thought, which includes a majority of the 
Commissioners, believes that additional language such as that sug- 
gested by the railroad witnesses is needed. Others believe that the law 
as presently written is adequate and that a more intensive enforcement 
effort by the Commission is the answer. Our carriers, for-hire as well 
as private, are presently participating in discussions through the 
Transportation Association of America looking toward a resolution 
of the question just posed. While the search for agreed additional 
language continues, we have been informed that the Interstate Com- 
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merce Commission is also carefully examining its procedures to make 
sure that every practicable effort is made under present statutory 
provisions to stop these illegal practices. 

Senator Smaruers. Right on that point I would like to make the 
same request of you: That, if at all possible, you get your industry 
toa on what it is they think needs to be done in this field, and give 
us the specific language which they think we ought to adopt, if any, 
because that is the purpose of these hearings, to try to correct the in- 
equities which all segments of the transportation industry agree 
should be corrected. 

It won’t do us any good if we come out with some proposal and 
later, your people say, “No, we don’t like it.” We would prefer to 
have your proposal in advance. 

Mr. Rurtanp. We will redouble our efforts and try to come to 
agreement among ourselves so we can present a unanimous statement. 

‘The Cuatrman. Isn’t it also possible that you people could meet 
with the railroad people through the transportation groups, to see 
if you couldn’t all come to agreement on some kind of language? 

r. Ruttanp. That is our hope. 

The CHarrman. Aren’t there some talks going on to that effect 
now; or within the past few weeks ? 

Mr. Rutianp. They are. Through the Transportation Association 
of America it is the common ground for rails, motor carriers, and 
all types of shippers and investors. 

The Cuatrman. I understand there have been some talks. The 
Senator from Florida is urging that you come to some conclusion 
quickly because time is running out on us here. We would like to 
have this problem taken care of. I think it involves some people in 
the trucking industry, too, that have been parties to some of these 
practices. 

Mr. Rutanp. It definitely does. 

The Cuarrman. They have to be policed, too, a little bit, though. 

Mr. Ruttanp. We would like to resolve the problem as quickly as 
‘we can for we stand for regulated transportation, legally in every 
phase. We will expedite our work on that. We feel if we could come 
to unanimous agreement among all types of carriers your job would 
be easier. 

Senator Smatuers. It would be much simpler. 

Mr. Rurtanp. Because of the facts just recited, ATA has no posi- 
tion to recommend at this moment, but I am authorized to state in 
their behalf that our for-hire conferences (common- and contract- 
carrier conferences) are inclined to agree with the language proposed 
by the railroads. On behalf of our private carrier conference, I am 
authorized to state that it still is inclined to the belief that the present 
language is adequate and that any change in the statutory definitions 
might cause more harm than good. However, as indicated above, that 
conference is participating in the discussions now taking place and it 
may well be that a program to accomplish the principal objective of 
all can be discovered and recommended to you. 


PASSENGER TRAIN LOSSES 


The third of these proposals concerning which we shall not put on 
any witness has to do with the effort of the railroads to get out from 
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under the enormous passenger train losses which are the real heart 
of the problem. 

While some might believe it to be to the selfish interest of the truck- 
ing industry to observe with disinterest the railroad trouble caused 
by tremendous passenger train losses, we do not take that position. 
The argument that relief from the annual losses of $600 or $700 
million dollars in passenger train services would free the railroads 
to compete more vigorously in freight services has no appeal for our 
industry. As a matter of policy we do not believe that the railroads 
should be asked to furnish this or any other service at an out-of- 
pocket cost to them and we believe they are entitled to relief from 
such an obligation. 

With reference to their proposals seeking a change to straight-line 
method of accounting for depreciation and to their proposals for 
construction reserve funds we neither favor nor oppose these at this 
time. Weshall have no witnesses on these proposals. 


OPPOSITION 


There are three proposals made by the railroads which are extraor- 
dinarily harmful to the trucking industry and which are vigenotay 
opposed by every segment of truck transportation as well as by many 
shippers and others outside our industry. We shall offer witnesses 
on each of these three. 

USER CHARGES 


The railroads have a custom of grouping all competitors into one 
unit and charging them all with subsidy. We shall demonstrate 
factually that this charge of special benefit from the Public Treasury 
is false as to the trucking industry. 

Since this is an involved subject, I shall content myself with a few 
basic remarks which will indicate to the committee the approach 
which our testimony will take. 

Because everyone knows that public roadways are obviously built 
and maintained by governmental units, county, State and Federal, 
it is easy to accept the conclusion that they are provided for out of 
general tax moneys. We shall present a witness with facts from 
official sources, State and National, to demolish this easy concept. 

The fact is that our highways are built and maintained by special 
levies against highway users and that these taxes are specific and 
pemeoee and levied against the owners of motor vehicles solely 

cause they are the owners of motor vehicles. 

These taxes not only pay all of the cost of building and maintain- 
ing our highways, but they additionally provide an overflow of reve- 
nue which goes into the State and Federal treasuries. This provides 
us with the spectacle of a segment of the citizenry not only being 
directly made responsible and charged with the cost of a specific 
public service, but also being singled out for a special added con- 
tribution to the public treasuries. 

Our witness will also establish, I believe to your complete satis- 
faction, that within the category of highway users, which category 
demonstrably is paying its way and more, that the trucking industry 
itself is paying its way or more. Currently trucks are only one-sixth 
of all registered vehicles and pay on the national average, more than 
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one-third of the total highway-user taxes collected by the States. 
Nationally they are being asked to pay almost 40 percent of the cost 
of the new Federal Interstate Highway System. 

more comment on this subject. For years we have shared with 
many others not in our industry, a feeling that the allegation of sub- 
sidy in transportation, even if it could be supported, comes in poor 
grace from the railroads. It is a matter of record that their industry 
owes its origin and much of its promotional drive, to the gift of 
public lands whose area was greater than that of the Thirteen Origi- 
nal Colonies. 

The railroads brush off this fact with the allegation that, in the 
years between, they have repaid this gift by extending land grant rates 
to the Government. The fact is, however, that the trucking industry 
without benefit of land grants, has had to meet these land grant rates 
if it wished to haul Government traflic—has had to meet them and 
has met them. 

Millions of acres of this gift land has proved enormously valuable to 
the railroads, who in estimating their repayment in terms of traffic 
have failed to note their reservation of oil and mineral rights in the 
land involved. I shall not go into this subject further but will file 
with this committee a highly interesting booklet on this subject pre- 

ared by the brokerage firm of Merrill Lynch, Pierce, Fenner & 
Smith. It will give some idea of the value of these we and the 
income derived from them. The title of the booklet is “R 
Discovery Oil.” 

As I said, in view of this, the constant allegation of subsidized 
competition emanating from the railroads is not only unjustified 


ailroads 


with respect to trucks but is questionable as a matter of integrity. 
Stone casting from their domicile should be, and is, a matter of some 
amazement. 


CHANGES IN THE RULES OF RATEMAKING 


We shall also put on two witnesses to discuss those railroad rates 
some known as the three shall nots or three prohibitions, or the 

eeks’ report. 

Here again, the subject is one for experts and we shall have them 
before you to outline our beliefs and to be responsive to your ques- 
tions. 

It is the basic belief of the trucking industry that these three shall- 
nots, if enacted into law, would mean the end of the independent 
truckline. We believe them to be a formula for the extermination of 
competition. 

The shall-nots, incidentally, are generally recognized, and admitted, 
to be a renewed effort to enact into law the essence of the so-called 
Weeks report of several years ago which was greeted favorably in 
transportation by nobody but the railroads. 

Careful analysis of the effect of these proposals, which will be pre- 
sented to this committee, makes it clear what the end result would be. 
We have said before and we say to you today, that if operative, these 
shall-nots would provide a hunting license for the railroads to destroy 
their truckline competitors. This is a strong statement, and if we 
couldn’t prove it I would’t make it. 

We do not like to impugn the motives of our railroad brethren in 
offering these proposals as a cure for their ills with accompanying 





PROBLEMS OF THE RAILROADS 779 


assertions that it is not their intention to destroy independent com- 
petition. The fact is, however, that when the Department of Com- 
merce proposed that these shall-nots apply to rates between carriers 
themselves and not merely between types of carriers—that is between 
railroad and railroad rather than just between railroad and truck— 
they refused to support this proposal. Why not? If it is going to be 
between types of carriers why shouldn’t it be between carriers them- 
selves ? e don’t think the proposal is sound in any form. But we 
feel that those who support its application between types of car- 
riers, logically must support its application between carriers them- 
selves. Until they do, we view with great reservation their apparent 
dedication to greater freedom in competition. As noted, we shall 
have two competent witnesses to testify on this proposal. 


INTEGRATION 


Finally, the trucking industry vigorously opposes railroad pro- 
posals that they be allowed freely to enter into ownership and oper- 
ation of other types of transportation. At one time the railroads 
called this proposal “integration” but for obvious reasons have 
changed the identification to such terms as “common ownership,” 
“department store transportation,’ and “diversification,” the latter 
a term borrowed from Wall Street. 

Here again is a subject which in its complexity and implications 
cannot be treated, except in passing, in a broad opening statement. 
We shall present to the committee two witnesses well qualified to 
develop our industry’s viewpoint and that of others on this form of 
integration. Succinctly stated, we do not believe it is ever a good 
idea to use a rabbit to deliver lettuce. 

In essence it is the belief of the trucking industry that if the rail- 
roads are allowed to move into motortruck service on their own terms 
and at their own option, they will quickly drive out the independent 
ownership. Not ‘iocunls superior service but simply through the 
exercise of their still potent financial position. As noted, 99.45 percent 
of their traffic today is carload business. With this as a pool of busi- 
ness whose profits could be used to batter rates, they could batter the 
rates on less-than-carload lot shipments below that cost, and the in- 
dependent motor carrier would soon be eliminated. 

‘ontrary to the easy assumption of Secretary Weeks in his con- 
gressional testimony on this point, once out it would not be a simple 
matter for an independent to move back in. He would have to go 
through the processes of applying for a certificate of convenience and 
necessity with all of its witnesses and hearings and to what end? To 
be driven out again as soon as he started? That would be his prospect. 
There is a vast difference between failing in a retail store and later 
opening another one, as the Secretary seemed to believe was a parallel, 
and reentering regulated transportation. 

In these opening remarks I would ask the committee to consider 
this chain of what seems to us to be logic. The railroads say they 
need more rail traffic in order to prosper and that’s their justification 
for proposing the 3 shall-nots or the Weeks report. So, to solve 
this problem of more volume, they propose to enter the truckin 
business in competition with their own railroad. If they are allowe 
to do so, and are successful, they are bound to take more business 
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away from their rail lines. It is difficult for us to understand how 
this will help them. 

The answer certainly is not in the prospective profit from truckline 
operation. If they get every pound of business carried by independent 
trucklines last year, and handled it as efficiently, their total contribu- 
tion from this source to their overall balance sheet would be less than 
half their current passenger losses. 

Based on 1956 figures which are the last complete ones available, 
if they put out of business every motor carrier operating under Inter- 
state Commerce Commission authority and could take over all their 
business, the railroads would thus have increased their income, after 
taxes, by only $110 million. That takes care of all the business of 
the regulated carriers. That $110 million would be a far cry from— 
in fact, less than 20 percent of—the nearly $700 million they are 
losing annually in passenger train service. 

That’s why this industry believes that the real purpose behind both 
the three shall-nots, or the Weeks report, and the common ownership 
or integration is the restoration of a virtual rail monopoly of for-hire 
transportation. We share that belief with others, including most 
recently the National Grange which stated its belief that this com- 
mon ownership would lead to monopoly. And you will remember it 
was the National Grange which campaigned for and succeeded in 
having the Congress pass the original Interstate Commerce Act, 
when it was passed in its original form. 

We shall develop this subject of integration of transpotration with 
two witnesses. Among other facts, they will indicate that the rails 
have refrained, almost entirely thus far, from making joint rate and 
service arrangements with the independent trucklines, an avenue of 
a offering most of the advantages and none of the dangers to 
the public inherent in common ownership. 

This reminds me of another background viewpoint which the com- 
mittee might be inclined to keep in mind in considering the rate and 
integration proposals of the railroads. 

I refer to their drive over a period of many years to cripple and 
handicap the operation of motortrucks through legislative and propa- 
ganda activity. The legislative activity was directed toward enact- 
ment of State laws restricting sharply the size and weight of trucks 
and toward the passage of punitive taxes and punitive forms of taxes. 
The propaganda activity was devoted to creating in the mind of the 

ublic a concept that trucks were unduly dangerous, were highly 
estructive of roads and, as noted, were freeloading at the public 
treasuries. 

My references are not mere assertions. 

The 74th Congress, through a subcommittee of the Committee on 
Interstate Commerce, undertook an “investigation of railroads, hold- 
ing companies, and affiliated companies.” The subcommittee was made 
up of Senator Burton K. Wheeler, of Montana, as chairman; Sen- 
ator Alben Barkley, Senator Harry S. Truman, Senator Wallace 
White, and Senator Henrik Shipstead. Its findings are printed in 
Report No. 26, part 2, of the Senate, 1st session of the 77th Congress. 
The findings of the United States court are in the official court record 
of the United States Court for the Eastern District of Pennsylvania. 

Senator Smatuers. Do you know what year that was? 

Mr. Ruttanp. The Senate subcommittee report ? 
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Senator Smaruers. Yes. 

Mr. Rutuanp. 1941. It was in Report No. 26, part 2, of the Senate, 
1st session of the 77th Congress. 

Your subcommittee findings on this subject were ordered printed 
in October 1941 and the Federal court decision against the eastern 
railroads, Carl Byoir and others, came 16 years later, in October of 
1957. The pattern was the same. The technique, that of the third 
person or as Judge Clary called it, the Big Lie, was the same. 

In its summary and conclusions, this report said in part: 


Railroads and railroad associations have spent large sums in lobbying for 
antitruck legislation. Seldom revealing their true role, they have worked under- 
cover behind the fronts of taxpayers’ groups, transportation associations, safety 
councils, and other organized groups. Among the measures thus secretly spon- 
sored have been laws increasing taxes on trucks, limiting the size and weight 
of trucks and trailers, and tightening insurance and license requirements. 

Enforcement of such legislation by railroads has been promoted by admittedly 
deceptive methods. Intricate spy systems have been set up to catch trucks 
and truckers in violation of the laws. One man subsidized by railroad funds 
disguised himself as a salesman of scales for weighing trucks. Another con- 
cealed his railroad connection by pretending that his major interest was in 
getting truckers arrested so that he could supply them with bail bonds. One 
agent secured valuable information for the railroads as a representative of an 
independent weekly. Staffs of railroads were organized into a vast intelligence 
system for relaying information regarding truck movements. Rewards were 
offered to officers of the law to arrest truckers. Fictitious complaints from 
constituents were used in bringing pressure to bear on legislators. Material 
furnished free to newspapers and supposedly coming from a disinterested source 
gave wide publicity to the railroads’ point of view. Research studies presented 
as the work of impartial engineers or taxpayers’ groups, but actually financed 
by the railroads, purported to show the damage done to highways by trucks 
and the inadequacy of taxation on trucks. 

In their legislative work the railroad associations have called on the staffs 
of railroads, chambers of commerce, shippers’ groups, and many others to 
testify in behalf of the railroads and to urge action on legislators. In many 
instances such groups have been paid by the railroads for their services and 
have then urged their views on Congressmen as those of disinterested bodies 
unconnected with the carriers. 


Members of this committee may also be aware of the decision of 
Judge Clary in the action brought by the Noerr Motor Freight, Inc., 
and others against the Eastern Railroad President’s Conference and 
Carl Byoir and others, tried in the United States District Court for 
the Eastern District of Pennsylvania. 

Mr. Noerr and other trucking industry plaintiffs asked the court 
for relief and damages as a result of the existence of a conspiracy to 
to restrain their business and to disparage the trucking industry and 
create hostility to it. You will note the similarity of the charge to 
the findings of the Senate subcommittee in 1941. 

In the final paragraphs of his summary of findings, Judge Clary, 
in returning a verdict assessing treble damages against the railroads 
and their propaganda agency and granting an injunction to forbid 
the practices complained of, had this to say: 

Restated in extremely simple form, I have found the following: 

1. That the defendants combined on and about May 19, 1949, with the intent 
and object of substantially lessening competition in the long-haul carriage of 
freight in unreasonable restraint of trade. 

2. That they were joined in this combination by the Byoir organization on or 
about August 15, 1949, for the same purpose and with the same intent and for 
a handsome remuneration. 


3. The instrumentality or means by which this object was to be achieved 
was primarily by a campaign designed to destroy the good will of the truckers 
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and, secondly, by fomenting governmental restrictions obtained by virtue of 
the methods outlined in the factual phase of this decision. 

4. Hundreds of overt acts in furtherance of this plan were carried out through- 
out the country, and all in furtherance of the same object and design. 

The findings of the United States Senate in 1941, supplemented 
and duplicated by the findings of a United States district-court 
judge in October 1957, establish the facts of the railroad drive against 
truck service clearly and emphatically. 

It seems to us that undisputed evidence of railroads’ attitude toward 
truck service, as reliable as is this kind of finding, will impel this 
committee to examine with more than ordinary scrutiny the end 
result of railroad proposals affecting trucks as well as to reject en- 
tirely their proposal that they be allowed to enter into trucking 
oo in identical service competition with the independent 
industry. 

With their attitude toward trucking service so clearly established, 
and their continuing efforts to a and punish the trucking in- 
dustry demonstrable beyond argument, it would appear that their 
proposals having to do with trucks must be viewed against that back- 
ground. It is our contention that three of these proposals, namely 
the user charges, the changes in the rules of ratemaking, and the free- 
dom of entry into the trucking business are simply congressional 
variations of a long-standing rule-or-ruin railroad policy toward our 
industry. 

This course of persecution conducted over the years, and designed to 
retard truck service drastically, was found by both Senate and Fed- 
eral court to be against the public interest. We raise the question 
of whether huge corporations with such demonstrable antagonism 
against truck transportation should be allowed to influence so great- 
ly the development of this form of transport by freedom to enter, and 
on the record to disturb and possibly to Subic, the industry. 

A prominent railroad publication predicted early this month that 
we would testify to the danger of such entry of the railroads into 
the trucking business by pointing out the known danger of deliver- 
ing lettuce by a rabbit. Successful prophecy by railroads or their 
spokesmen has not been too noticeable up to now. Therfeore, I glad- 
ly offer you the phrase, first in a friendly desire to improve their stand- 
ing in the field of prediction and also because it happens to be a pre- 
cise and sound reference. 

Based on the record of the past it would be very unwise to let the 
rabbit deliver any lettuce at all. 

We have every confidence that this committee will not support any 
proposals, I don’t care what they might be, if these proposals would 
cripple or destroy the trucking industry, its vital service, or any other 
forms. I know that our ge is sincere. We truly believe and 
know that it is in the public interest. We repeat, we have no ob- 
jection and we favor actually things which could be done to make 
it easier for the rails to operate more profitably, so long as it does 
not cripple or destroy its competition. 
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I appreciate sincerely the privilege of appearing before your com- 
mittee. You have been most courteous to me in giving me your 
time and attention on this subject. Thank you. 

Senator Smatuers. Thank you very much, Mr. Rutland. You have 
been a very helpful and constructive witness. 

Senator Magnuson, the chairman of the committee, is here, and 
I would like to ask him if he has any questions. 

The Cuarrman. Mr. Rutland, you did very briefly touch on the 
military aspect and its effect on competitive transportation. This 
committee is in the process now of looking at military transportation 
operations, maniticalte in the field of Military Sea Transport Service, 
their effect upon competition, and also the Military Air Transport 
Service. We have found some very startling things. 

We would like, if you have in the trucking industry some incidents 
or some pattern of military transportation whereby goods would be 
moved in military vehicles. If you could have that in some general 
way for us, or some incidents, we would like it to fit in with the whole 
overall study of the effect of the military on our whole transportation 
system. 

Mr. Ruttanp. We would be happy to prepare such an exhibit. 

The CHarrman. There have been some incidents. I don’t think 
they are as prominent in the field of surface transportation as the 
have been in air and water. But we know if you don’t watch the mil- 
tary 24 hours a day in anything they get into, they keep on growing and 
growing and growing. Therefore, that is one of the things we would 
like to have for this committee. 

Mr. Rutitanp. We would be happy to get it for you. 

(The material subsequently submitted can be found at p. 795.) 

The Cuairman. One other thing you didn’t mention, and I am sure 
other witnesses will detail it: there is an impression abroad that the 
movement of say a ton of cargo between two given points is cheaper 
by truck, usually, than it is by rail. You did mention previously that 
the rate statistics on the movement of cargo in some cases are about 
the same and in some cases maybe higher. 

Mr. Rourianp. That is correct. You will find in every case that 
the rates by truck are at least equal or higher than that by rail 
competition. 

The Cuatrman. You run into a very serious problem involving the 
railroads and trucks. For example, take a given ton of cargo be- 
tween Los Angeles and Chicago. The rate is about the same; is it not? 

Mr. Routtanp. That is true. 

The Cuamman. Generally. 

Mr. Rutuanp. That is true. 

The Cuarrman,. The truck will deliver it the third day and the rail- 
road will be the fourth day midnight, which actually is 5 days. So 
there is the 2-day difference usually in such cases. I suppose on that 
basis the shipper then would seek out the form of transportation best 
adaptable to his delivery. 





784 PROBLEMS OF THE RAILROADS 


Mr. Ruttanp. That usually is the pattern, Senator. Of course, 
speed is one of the items. Flexibility is another item that is to be 
considered. The loss and damage factor is a very important one with 
the average shipper. He likes to see his merchandise before he signs 
for it ina t many cases. That is a real advantage to them. 

Senator Smatuers. In that particular case, if the trucks are com- 
petitive with the railroads, eaduatily the railroads would have to fig- 
aa out some way to eliminate that time feature. I think that 1s 

asic. 

Mr. Ruttanp. I think I mentioned in my statement that the Rail- 
way Age, an official spokesman almost, said that is the difference, in 
the manner of service, how they can handle the shipment for them. 

Senator Smaruers. Isn’t that the crux of a lot of these problems 
within the transportation industry ? 

Mr. Ruttanp. It is. I think it really is a problem. I can mention 
one specific instance I know of, being in the automobile-transport 
business, and that is very valuable traffic, this knock-down parts com- 
ing from Detroit to the various assembly plants. Coming to our 
territory in Atlanta, from Detroit, the railroads are able to give them 
passenger-train service. It comes in just as fast as the fastest passen- 
per trains. Consequently, the trucks can’t give them the service. 

hey give them the service. The rates are the same. We have never 
tried to cut them because it wouldn’t be helpful or needful because 
they are meeting us on that basis. 

he CHamrmMan. We have been reading a lot in the last 30 days 
about a so-called recession. I don’t know what my friend from Kan- 
sas called it last week. But there are different names for it. We don’t 
want to be political about it. Nobody wants to have that happen. 
But I do think the record should show that our gross national product 
is around $450 billion, and the transportation industry is about a 
$90 billion part of our economy. 

Mr. Ruttanp. That is true. 

The Cuatrman. It is almost one-fourth with employment in which 
trucks and railroads play a big part. Would it be your conclusion 
that if we are going to tackle this problem of business recession, or 
whatever you want to call it, we had better look to one very large 
segment of our economy, the transportation industry ¢ 

r. Rurianp. That is true. I didn’t make any mention of it in 
my statement. 

The CHatmman. It is around $90 billion, when you add it all 
en of the gross national product. 

r. Ruttanp. Over 20 percent of our gross national product, and 
it is very vital. Actually, our industry is suffering a considerable 
slump itself. But I realize that we have a slight dip or slight reces- 
sion, and we are feeling it very strongly. On the other hand, we 
don’t think that we or anyone else is feeling it more strongly than 
other segments of our economy. Consequently, we are not in here 
saying that we just can’t live under it. We would be seriously handi- 
capped if we had some of the proposals put out by our competitors, 
the railroads. 
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The Carman. I am of the opinion that one way to tackle 20 per- 
cent of our troubles that now exist would be the elimination of that 
3 percent tax. I think you would find a great deal more activity 
in the whole transportation field. 

Mr. Ruttanp. You definitely would, Senator. We are definitely 
convinced and hope to prove it. 

The Cuatrman. I hope you will all agree on that. I think it would 
be the best shot in the arm that we could give the economy, along 
with other things. 

Mr. Rutianp. I agree, thoroughly. 

The Cuairman, I suggest that. 

paneer SMATHERS, eran Schoeppel? Do you have any ques- 
tions 

Senator Scnorrren. Just 1 or 2. 

Mr. Rutland, on the interline freight matter, I note what you have 
to say about that in a very cameial way. I want to say that your 
statement is a most excellent statement. 

Mr. Ruttanp. Thank you. 

Senator ScHorrre,. You have indicated that you will follow u 
different phases of your problem by specific witnesses, and that will 
be most helpful. How much progress have you made, or have you 
made any substantial progress in the last 3 or 5 years, in trying to work 
out some successful or satisfactory interlining of freight with the rail- 
roads? Or have you just met with opposition, or did you hit a stone 
wall on that ? 

Mr. Rutianp. I think that later expression is probably true. It is 
practically a stone wall when we go talking about it. 

Senator Scuorrre.. In your opinion you feel that under the present 
law there is sufficient authority for the competing lines to work out 
something ? 

Mr. Rurxanp. There definitely is. It is spelled out. 

Senator ScHorrre.. There would be no specific need for new legis- 
lation on that ¢ 

Mr. Rutianp. All we have to do is file joint rates on specific places 
with the railroads. 

Senator Scuorrren. Then the current difficulty on that score may 
be due to the fact that there has been a lack of interest to join in some 
kind of an interlining type of activity ? 

Mr. Rurianp. That is true. 

Senator Scuorpret. I note that some reference has been made here 
to the drop in the economy of the country. Nobody is foolish enough 
to indicate that we are not in a little down trend, and it is more than 
a little in my opinion. The surprising thing to me, however, in listen- 
ing to the railroad witnesses, is to find the terrific pitch-off occurring 
all at once over a aaa of a relatively short time, in their volume of 
revenues from traffic. 

We have weathered some of these depressions and some of these 
recessions, or whatever anyone wants to call it. It is in a downtrend 
now, and there is no mistake about that. 
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What have you found to be one of the contributing factors in your 
Gueine industry that has been the difference between loss and profit 
generally? Has it been the accelerated wage structure similar to that 
confronting the railroads, in your industry ? 

Mr. Rurianp. We do have that, Senator. It has just come on us. 
You probably read that we have just negotiated another contract 
which has cost us more in that field. We are not able to affect. the 
economies and completely offset it. We have all the mechanical de- 
vices that we can dream of to make labor more efficient. Actually 
this buildup of the railroads for this particular hearing I guess they 
had in back of their minds to su that they were in a bad fix 
again, as they perennially are, and that we should have a hearing on 
it. Actually, the last quarter of the year was very rough on all the 
people in our business. Our profits fell to zero, if they weren’t losses 
actually. Of course we don’t feel decline quite as quickly as our rail 
competitors. We handle small shipments, LCL type shipments. 
So when the economy begins to tighten up a little bit, a fellow wants 
to cut his inventory. Instead of ordering a carload he will order a 
half carload. When he does that we have an opportunity to share 
in business perhaps that we didn’t get before. As soon as he gets 
where he can’t handle a half carload and gets down to a couple of 
hundred pounds we are all in a bad fix. e same is true when we 
start back up. Goods may not be available and they will ship in 
smaller quantities. 

However, at the present time, beginning along the first of December, 
we have felt considerably the dip or depression or whatever you want 
to call it, not a depression but a recession which we are inclined to 
believe it is. 

Senator Scuorrret. Of course you differ from the railroads, and 
I will also say the airlines, on the facilities that are furnished in a 
way to the general public. You furnish practically all of your own 
loading and unloading stations at your own expense, do you not? 

Mr. Rurianp. That is true. 

Senator Scnorrret. And while railroads do that with reference 
to their railway terminals and all that, there has been some talk of 
course and there was some testimony presented here about the airlines 
who were in competition on the passenger traffic. Some of the freight 
and express traflic, being handled through air terminals, they contend, 
is paid for by municipalities and the like. You do not enjoy that 
type of service, do you? 

r. Rurtanp. We do not. We supply every one of our facilities. 

Senator Scuorrret. I may like to ask you other questions, Mr. 
Rutland. I want to go through your statement in detail, as do the 
other members of the committee. I may like to submit to you 4 or 5 
questions, and I will get those to you within a reasonably short time 
and I shall appreciate your furnishing us some of the information. 

Mr. Ruttanp. We will be happy to give you a prompt answer. 

Senator Scuorrre.. Senator Lausche? 


Senator Lauscne. Mr. Rutland, I understand that you are of the 
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opinion that our present mass transportation system, made up of five 
different modes, is sound. 

Mr. Ruruanp. I am. 

Senator Lauscue. And that you feel that it should be maintained 
in a manner so that each of the five will have, on the basis of sound 
competition, a chance to live in our economy ? 

r. Rutuanp. I do. 

Senator Lauscue. With respect to agricultural commodities, you 
are of the opinion that when they are converted into a manufactured 
product, that they should no longer enjoy the exemption from Federal 
regulation that is granted to them now ¢ 

r. Ruttanp. They should not; no, sir. 

Senator Lauscne. With respect to the 3 percent transportation ex- 
cise tax, what is your opinion on that subject 

Mr. Rutianp. We think it is a most unfair tax in that it is placed 
on for-hire transportation, passenger and property, and therefore we 
have that much more spread between what we can do as a for-hire 
carrier and what a shipper can do with his own equipment, be it the 
same idential type that we have. We have a 3 percent depressing area 
there. And on top of that it just naturally slows down the free flow 
of goods because we have that deterrent. 

Senator LauscHe. What is your opinion with respect to the 10 per- 
cent tax on passenger carriage ¢ 

Mr. Rutiann. We think it is just as unfair, although we don’t haul 
passengers. 

Senator Lauscue. I didn’t hear your testimony. May I hear what 
you had to say in substance on section 22 4 

Mr. Rorianp. We are of the opinion, Senator, that section 22 is 
unfair to all shippers all over the country. We don’t see any reason 
why the independent shipper should subsidize the United States 
Treasury. That is what the net effect is. Because when we put into 
effect depressed rates to capture traffic, somebody has to pay for it, 
and the result is the independent shipper pays for it. We believe the 
United States Government, local government, and State governments 
ought to receive their transportation on the same type of tariffs that 
everybody else does. 

Senator Lauscur. Have you made a study of what the increased 
costs of carriage would be if the burden would be placed on the Federal 
Government alone ? 

Mr. Rutianp. I am not positive that we have, Senator. But we 
could develop those figures, perhaps. We haven't had free access, as 
you remember over the years, to the number of quotations that have 
given the Government. But I believe surely within the Govern- 
ment structure somewhere we could locate that information. If you 
desire, we will try to develop it. 

Senator Lauscue. My recollection is that governmental witnesses 
who testified in hearings within the last year gave figures on that 
subject, and I think it was said that it would be $250 million to one of 
the divisions. I amnotsure about that. 
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Mr. Ruttanp. Senator, I have just been informed that there will 
be a witness succeeding me who will give you the exact figures on that. 
I am sorry I didn’t realize that. That will tell you whether those 
figures have changed. 

Senator Lauscue. On the subject of transportation of mail, may 
Ihave briefly your view on that? 

Mr. Rutianp. Our position on the transportation of mail, Senator, 
is that under the present law—and I refer to them as “horse and bug 
laws” because they were made so long ago—we in the motor truc 
industry are, as for-hire operators, substantial operators who have a 
sound system, regulated, and economically able to do the job soundly 
for the Government; we are precluded from doing it because we must 
bid against those who have no authority, who have no official setup, no 
place you can find them half the time, and therefore any bidding 
we would do would be economically unsound. 

Senator Lauscue. Who are some of these agencies that you have to 
bid against that are burdened with less restrictions that you ? 

Mr. Rutianp. There are carriers who hold some kind of authority 
but don’t hold themselves out for regular service. They are smaller 
operators usually. But when they bid it only amounts to one truck 
or trailer operation and they can bid on it. 

Senator Lauscue. Then you take the position that you are at a 
disadvantage from a bidding standpoint because you have restrictions 
imposed upon you that are not imposed upon those against whom you 
would have to compete ? 

Mr. Rurianp. That is correct. I also stated that we don’t have any 

uarrel with the Post Office Department. They are doing the best 
they can under the present law. But we are trying to develop some 
language that we can propose to you where this could be changed in 
order that our regulated type carriers could compete and could bid, 
bid against the rails, against other carriers, for this type of business. 
We think it would be helpful to the rails, incidentally, because on cer- 
tain shipments that they cannot handle economically, short hauls 
where it ties up the equipment and things of that kind, if the Post 
Office Department were to be able to receive bids from sound carriers 
who they could depend on to handle this mail for them, then the rails 
wouldn’t be obligated to handle shipments on which they can’t make a 
fair return. 

Senator Lauscue. Let me follow this thought a bit farther. You 
fee] that you are adversely discriminated against in obtaining the 
postal business because bidders free from regulation are competing 
with you? 

Mr. Ruttanp. That is correct. 

Senator Lauscue. Following that, the railroads complain that they 
are at a disadvantage frequently in instances where the truckers are 
free from regulations and the railroads suffer under them. What is 
your position regarding that part of their argument? 

Mr. Ruruanp. I think that is probably true, because we suffer from 
it, and it seems reasonable that they should suffer from it. 

Senator Lauscue. So that if the railroads have restrictions and 
regulations imposed upon them from which you are free, you con- 
cede that that would be a serious disadvantage to them ? 

Mr. Rurtanp. It would be a disadvantage, yes. 
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Senator Lauscus. What is i position with reference to their 
proposal that they be liberated from those restrictions and allowed 
to compete with you on the same basis that you are able to seek the 
business involved ? 

Mr. Rurianp. The only ones who are allowed to seek it now are 
those who are unregulated and unsound operations. Actually the for- 
hire industry of the trucking industry cannot compete now because of 
the antiquated law. I dent believe it would be in the national interest 
to release from regulation all these carriers, rails and trucks, because 
if you did then the competition would take it down below the cost of 
operation and that certainly wouldn’t be sound. If they were both 
regulated equally then I believe we could bid on an equal basis. 

Senator Lauscue. Can I take it to be the consensus of the American 
Trucking Associations, Inc., that you subscribe to the proposition that 
there should be equality of treatment for each of the five types of 
transportation carrying mass products? 

Mr. Ruruanp. I think that is true and also true that we should all 
be regulated in the national interest. 

Senator Lauscue. Would you please repeat that. 

Mr. Rutianp. I think it is true, and we—— 

Senator Lauscue. No. 1, you feel that there should be regulation 
for the protection of the consuming public ? 

Mr. Ruttanp. I do. 

Senator Lauscue. Two, you subscribe to the proposition that there 
should be equality of treatment of all types of regulated mass trans- 
portation ¢ 

Mr. Rutianp. I do. 

Senator Lauscne. And to the extent that the railroads are not 
enjoying equality of treatment, do you recommend that this commit- 
tee proceed to remove the inequities ? 

Mr. Rutianp. I don’t see that the railroads are not enjoying equal- 
ity of treatment because I don’t know just which line you are pur- 
suing iton. But I do say that the for-hire motortruck industry is not 
allowed to enjoy the mail—the opportunity to bid on mail service 
because of the antiquated type of law. We are perfectly willing to 
come under the same regulations that the rails are under on that 
particular traffic. 

Senator Lauscue. Let’s assume that this committee or some of its 
members should conclude that there is inequality of treatment, and 
that one or the other of these 5 modes of transportation are adversely 
affected because of that inequity. Do you recommend that those in- 
equities be removed ? 

Mr. Rutianp. What inequity are you referring to? 

Senator Lauscue. Let’s stick with the principle first, and later we 
might get to the specifics. What is your position on that principle. 

Mr. Rutianp. We are in favor of all types of carriers being treated 
the same. 

Senator Lauscue. I am not able to get to the specific instances, 
but I do know that in the 1 week of testimony the railroads pointed out 
instance after instance where they said there was inequity of treat- 
ment. 

With regard to deficits suffered by the railroads, have you, in your 
statement, discussed what action the Federal Government should or 
should not take with respect to that ? 

21278—58—pt. 2——4 
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Mr. Rurtanp. I think I have covered that somewhat, Senator, and 
I believe fairly thoroughly, and it will be covered by later witnesses. 
It is our opinion that the trouble the railroads say they are in now, 
if so, is due from the passenger deficits, $700 million a year, $1.75 
billion profit in freight, $700 million on passengers, and winding up 
with about a billion dollars net profit. That isn’t too bad in my 
opinion. But if it isn’t enough, you can see where the losses are com- 
ing from. So evidently they are making good money hauling freight, 
but they are subsidizing the passenger business. 

Senator Lauscue. What is your position, that they should get out 
of the passenger business ¢ 

Mr. Rourtanp. I think that is a matter for the Congress to decide. 
But I don’t think any type carrier, regardless of who it is, should 
be forced to continue a service which it doesn’t want to continue, when 
it is doing so at a loss. 

Senator Lauscue. There has been some suggestion made that the 
Federal Government subsidize, at least the railroads providing com- 
muter service, for the losses which they are suffering. Do you have 
any opinion to offer on that proposal ? 

r. Ruruanp. I want to be sure. We don’t have a position on that. 
We feel that is up to the Congress, as to whether they think the Amer- 
can public would choose that course. 

Senator Lauscue. Do you have a position on the general principle 
as to whether the Federal Government ought to subsidize any of the 
five modes of mass transportation ? 

Mr. Ruttanp. As an American citizen I don’t like subsidy in any 
form, if it can be prevented at all. 

Senator Lauscue. It was very interesting that, after that testimony 
was given here about the commuter services being subsidized, I had 
two local communities in Ohio who felt that their street transporta- 
tion ought to be subsidized. I am just making mention of that, Mr. 
Rutland, 

You do take the position that the present highway-user taxes that 
the truckers are required to pay are adequate ? 

Mr. Rurtanp. We say they are adequate and more so. We say we 
are putting money into the State and Federal treasuries which we pay 
for specific highway-use taxes. 

Senator Lauscue. I notice that, in answer to a question put by 
Senator Schoeppel, you stated that you build your terminals and your 
warehouses and other facilities, and that they are not provided for 
you by the Government. 

Mr. Rutianp. That is true. 

Senator Lauscue. Does your association have tabulated statistics 
showing the taxes which the truckers pay: (1) on real estate; (2) in 
the form of fuel tax and user tax, ak ; (3) in the form of all other 
taxes? 

Mr. Ruttanp. We will present two witnesses later on in this hear- 
ing, Senator, who will completely develop that part of it and tell us 
exactly what our position is, that we more than pay our way for the 
cost of the roads and other facilities. 

Senator Lauscue. Are you familiar with whether those witnesses 
will be able to point out the comparison of taxes paid by the different 
modes of transportation ? 
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Mr. Rutianp. I think, if you desire, we definitely can do it, if it 
will add to the een , 

Senator Lauscue. It might be a laborious task, but I do feel that 
this committee eventually ought to have that information on each of 
the modes of transportation. 

I received some literature on what you call “the three shall nots.” 
Let me have, briefly and quickly, your position on that. 

Mr. Rutuanp. We are strictly opposed to any change of the rules 
of ratemaking. We believe that the experiences of the years have 
proven that they are sound and satisfactory. The Commission is 
there to protect the public interest. And I think it has done a good 
job of it. Therefore, we are strictly opposed to changing the rules 
of ratemaking. 

We proved that, we think, by saying that the rails have made 
$1,750 million a year average profit out of freight hauling. Evi- 
dently, they are not suffering very much. We would like to point 
out to the committee that that would be a fabulous return, if we in the 
trucking industry were doing the same amount of business. 

We will have witnesses who will completely discuss “the three shall- 
nots,” if that is what you are talking about, the Weeks report, in other 
words. 

Senator Lauscur. You then take the position that the railroads 
unjustly claim that they are being discriminated against when they 
are not allowed to use their greatest facility—and that is allegedly 
cheap mass transportation—because if they did use that facility 
they would be improperly harming their competitors ? 

Mr. Rur.anp. I call your attention to a part of my testimony, that 
the rails are hauling practically all of the tonnage which they are 
well qualified to haul, the mass transportation, such as products of the 
mine and things of that kind, the heavy commodities. We haul prin- 
cipally manufactured products which are highly processed. There- 
fore, we are somewhat low in our density of weight. We can’t get a 
very bigloadin. And the speed of service is required. 

Senator Lauscue. The railroads take the position that there is much 
freight that they could haul, and probably get it, but under the rule 
that they shall not be allowed to charge a rate even though it produces 
profit for them and is not discriminatory, that might have an undue 
impact upon competing mass transporters. 

Mr. Ruruanp. There is information—I read a speech of one of the 
Interstate Commerce Commissioners that there are some 75,000 rates 
per month proposed, if I am quoting correctly. Of that number, I 
think there is less than 12 per year, about 1 a month, which is refused 
and turned down. So evidently they are not proposing lower rates. 

We contend that rates are not the basis of it. It is service. You 
have to give the shipper the service on those items which are manu- 
factured principally. He wants to get it there in time for the market 
to use it. Consequently, he wants fast-type service. 

As I mentioned before—I think you were here in the room—the rails 
ean do it if they will. They give oe train service from Detroit 
to Atlanta on automobile parts. They run a complete train. They call 


it “The Champion,” I believe, “Highball,” or something, and it makes 
Atlanta just as quick as a passenger train out of Detroit, Mich. 
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So evidently they can give the service. Consequently, we can’t even 
= to the shippers about service. They get it in rail cars and just as 
t. 


Senator Lauscue. I think we have gotten away from my thought. 

Mr. Ruryanp. I amsorry. 

Senator Lauscue. You said they are hauling all that they can haul. 
Is that your position ¢ 

Mr. Rurtanp. | say all that they can economically haul. There are 
shipments, I agree, that they walk get. But principally they are get- 
ting the vast majority of them. 

Senator Lauscue. They have testified that there is much of the 
freight that they could haul at a profit but aren’t allowed to do so be- 
cause the rate that they would charge would be so low that it would 
have an adverse impact upon the other modes of transportation. What 
is your position on that argument of theirs ¢ 

r. Rurianp. Our position is that they haul over 9914 percent of 
all the business they 5 now as carload freight, full freight. Less 
than one-half of 1 percent is less-truckload or less-carload freight. 
They testify they lose in the neighborhood of $10 a ton on every ton 
of less-carload freight they ienalille, So the more we get the more we 
help them is our position on it. 

Senator Lauscue. That is quite funny. 

Mr. Rutianp. I am sorry. 

Senator Lauscue. But is there a practice at times where it is better 
to take some business at a loss, and thus reduce your general admin- 
istrative expenses by whatever money you take in, rather than not to 
get any of that business at all? 

Mr. Rurianp. We don’t think it is sound economy at all, Senator. 
We can’t do it in our business. 

Senator Lauscue. Just one more question on the $750 million loss 
on passengers. How would you proceed to solve that problem from 
a national standpoint if we allowed the railroads to get out of all of 
their passenger-carrying business ¢ 

Mr. Ruttanp. Senator, I don’t believe they would propose to get 
out of all of it because a lot is very profitable to them. ‘I'‘here are some 
lines they would like to get out of, 1 am sure. They make application 
to our local commissions rather frequently to cut off trains, and some- 
times they are denied the privilege of cutting them off. 

Senator Lauscue. Do you take the position that they should get out 
of all of their business that is not profitable? 

Mr. Rurianp. I take the position that our industry feels that no 
carrier ought to be ever asked and made to do any business that he 
doesn’t want to do, particularly if it is costing him money out of his 
pocket. So if they ask to take off a train and can justify it, there is 
the time that the Congress and the local legislatures and whatnot have 
to weigh as to whether or not it can be done. But whenever you impose 
on a carrier the duty that he must perform a service and it is costing him 
money out of his pocket, you have him in an almost impossible position. 

Senator Lauscue. I agree with you. But your position then would 
be that they ought to get out of all of the business of carrying pas- 
sengers on which they are suffering a loss? 

r. Rurtanp. I wouldn’t say that, because not being in a man- 
agerial position with them, I don’t know what other factors are that 
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they weigh. But I do say that when they have reached a conclusion 
that their train or service is unprofitable and they want to get out, 
I think they should be given some real hearing on it before they are 
denied that privilege. 

Senator Lauscue. Then you would say that if they make their case, 
they ought to be allowed to get out of that business? 

Mr. Rurtanp. Yes, sir; I say that. 

Senator Lauscue. Assume that they go on making their case and 
they finally get out of the passenger-carrying business. How are you 
going to carry the passengers of this countr r 

Mr. Rourianp. I think that is a thing that will seek its own level, 
Senator. As they recede from business that is unprofitable, some- 
body has to fill that gap. If the other types of carriage can’t fill it, 
then naturally they are going to have more passengers to haul. That 
service will become profitable at a certain level and they will quit 
cutting off at that level. I don’t think they will have to cut them all 
off to be sure. 

Senator Lauscne. However, they take the position that they can 
continue to suffer some of these losses, provided inequities that are now 
imposed upon them are removed. 

“ms Rutianp. I didn’t quite get your question. Would you restate 
it 

Senator Lauscue. They take the position that the carrying of pas- 
sengers can be continued in many instances even at a loss, provided 
they are allowed to get the freight business for which they are specially 
equipped, at a rate that will produce a profit to them and not be tiie 
inatory against competing industries. What is your position ? 

Mr. Rutianp. I say that they show by their own figures that they 
are making $1%4 billion a year on freight. They are subsidizing 
$750 million out of the anak because they are losing that much, it 
appears to me. 

If they were allowed to cut off certain unprofitable services—they 
are allowed to cut off on freight hauling—when they find a service that 
is unprofitable they adjust their rates until it is profitable. Then if they 
price themselves out of the market, or the shipper can’t afford to ship, 
that seeks its own level. I think the passenger business is something 
that has to stand on its own, it seems to me. 

I would like to say that a lot of the so-called alleged subsidies and 
inequities, in our opinion, don’t exist. That is our feeling about it. 
- is our feeling they don’t exist and we intend to prove it during this 

earing. 

Senator Lauscue. I understand that you oppose granting the rail- 
roads the right to enter into other types of transportation except 
railroading. Is that right? 

Mr. Rutianp. We oppose that, yes, and we have two witnesses who 
will appear to substantiate that case. 

Senator Lauscue. And you are of the belief that if they did that, 
they would provide competition for you which you could not bear? 

Mr. Ruttanp. No, we can stand the competition all right. It is 
just with their huge background of financing, where they are making 
this money on their carloading business, they could seek out certain 
areas and put in depressed rates—if that is what you are talking 
about—and then it would kill off an independent carrier who is in 
between those certain points that they put the rate. 


ee 
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Senator Lauscue. Do you know whether there are similar restric- 
tions placed against other carriers prohibiting them from entering 
into the transportation business except one specific type! 

Mr. Rurianp. As I understand the law, one carrier, under the 
National Transportation Act, cannot enter into another type of busi- 
ness. The rails can come into the motor carrier business for auxiliary 
and supplemental service where it is necessary to further their own 
interests, but it has restrictions, that they cannot go into unrestricted 
competition with independent motor carriers. 

Senator Lauscne. From the standpoint of the relief requested by 
the railroads—you do not favor the “t shall-nots” ? 

Mr. Rutianp. No, sir. We don’t believe that the ratemaking pro- 
cedure should be tampered with in any way. 

Senator Lauscuer. And you do not feel that the railroads should 
be permitted to engage in the air carriage business, nor in the truck 
carriage business,‘ but should be kept confined to the railroad 
business ¢ 

Mr. Rutianp. I would hesitate for other types of services, Senator. 
I say they definitely should not be allowed to get into our business, 
the trucking business. 

Senator Lavuscue. But you are not prepared to say anything about 
getting into the air carriage business? 

Mr. Rurvanp. I think it would be out of place for me to express 
an opinion. It would be just an opinion. I don’t have any position 
on it. 

Senator Scuorrret. Mr. Chairman, I have a question. 

The Caarrman. The Senator from Kansas. 

Senator Scnorrret. Mr. Rutland, to clear up in my own mind the 
way I understood you to answer Senator Lausche on the passenger 
deficit matter: You stated, and I agree with you, that “no carrier 
should be required to perform services wherein he is losing money 
when he is operating as efficiently as he can and with good transporta- 
tion F pian ac I understood you to say in answer to the question 
asked you by Senator Lausche that they should be permitted to get 


out of the passenger traffic. 
Do I understand you to mean, though, that they should be given 
the right to ask for a level of rates on that cee traffic that 


would be compensatory rather than get out of it completely ? 

Mr. Rurtanp. That is true. I think the Senator asked if they 
had requested to get out and if they proved their case, should they 
be allowed to get out and I answered, “Yes.” 

But I think they should adjust their rates, that is the next step. 
Before a man wants to get out of a business he should adjust his 
rates and see if he can maintain it and bring the level up to a profit- 
able operation. 

Senator Scuorpret. Equitably speaking, if that traffic has been 
handled at a loss, after legitimate hearings the rails should be en- 
titled to establish a rate that would be compensatory ? 

Mr. Ruttanp. That’s right. Yes, sir. 

Senator Lauscue. I think I understood your answer. 

You said that they should be permitted to get out if they so de- 
sired, and if the rate had to be so high that it produced a diminish- 
ing return, that is their problem. 
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Mr. Ruttanp. That is true. But you also, I believe, qualified it 
and said if they had had a hearing and if they had proven their case, 
which naturally would say that they had done everything they could 
to put it on a profitable basis—raising rates, improving service, 
schedules and things of that kind—yes, sir, I do agree. 

Senator Lauscue. Thank you. 

The Crarrman. Mr. Rutland, I think the association should give 
us, in a general way, the number of carriers by class, which you prob- 
ably have, Mr. Lawrence. 

he point I am making is, when we talk about ratemaking such as 
was suggested in the Weeks Report, when you are dealing with 
trucking lines, as we are now, you are dealing primarily with a lot 
of small businesses. 

Mr. Rurianp. Absolutely. 

The CrHarrmMan. Rather than big railroads. I would like the rec- 
ord to show that. That background should be apparent here, that 
the trucking industry fortunately has not yet become—these are a lot 
of little businesses; put it that way, numberwise and capital-invest- 
mentwise. 

Mr. Routtanp. That is true. 

The Cuatrman. I think we ought to have those figures. 

Mr. Ruttanp. I would be happy to get that for you. 

(The material Mr. Rutland subsequently submitted is as follows :) 


Data on the relative size of motor carriers are available only for those for- 
hire carriers operating under authority granted by the Interstate Commerce 
Commission. In 1956, the latest year for which complete information is avail- 
able, there were approximately 18,000 common and contract for-hire carriers 
with total operating revenues of $5,829 million, for an average annual revenue 
per carrier of* $323,833. Included in the total of 18,000 carriers were 2,494 
earriers identified as class I carriers, which meant that they had average an- 
nual revenues of more than $200,000. These carriers had gross operating reve- 
nues of $4,460,356,932, for an annual revenue per carrier of $1,788,435. The 
remaining carriers, approximately 15,500, had total revenues of $1,368,643,068, 
for an average annual revenue of $88,300. Thus, more than 86 percent of the 
carriers had annual average revenues of less than $90,000. 


Summary table 


Number Revenue Average per 
carrier 


Class I motor carriers (more than $200,000 annual revenues) -| 2, 494 $4, 460, 356, 932 $1, 788, 435 
Class II and III motor carriers (less than $200,000 annual 
POP hohe ate none etanan cen sh dtnsuncanedeenmnae 15, 500 1, 368, 643, 068 


118, 000 | 5, 829, 000, 000 








1 Approximate numbers. 


The Cyaan. If there is nothing further, the committee will 
recess until 2:30 this afternoon. 

Thank you very much for your statement, Mr. Rutland. 

(Thereupon, at 12:15 p. m., the subcommittee was recessed, to re- 
convene at 2:30 p. m. this day. ) 
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AFTERNOON SESSION 


The Caamman. The committee will come to order. 

The Senator from Florida is detained on the floor. Because of the 
large number of witnesses we will proceed without him for the 
moment. 

The next witness on the list is Mr. John R. Turney. We will be 
glad to hear from you. 


STATEMENT OF JOHN R. TURNEY AND JOHN C. McWILLIAMS, 
ATTORNEYS, WASHINGTON, D. C. 


Mr. Turney. Mr. Chairman and gentlemen of the committee, my 
name is John R. Turney. I am an attorney with an office in Wash- 
ington. For the past 14 years I have been exposed more or less to 
carrier ratemaking and cost problems. I was counsel for the St. Louis- 
Southwestern Eeliwar system for a number of years, then was vice 
president in charge of law and traffic. 

I served as Director of Transportation under Joseph B. Eastman 
Federal Coordinator of Transportation, in 1933, 1934, and part of 
1935. I was Director of the Section of Transportation Service, and 
as such made extensive surveys into the rates, costs, and particularly 
the coordination of facilities and services of all forms of transporta- 
tion. These reports were published and are known as the Coordina- 
tor’s Merchandise Traffic Report, Passenger Traffic Report, Freight 
Traffic Report, and Traffic Organization Report, and covered railroad, 
ot bus and truck operations insofar as information was then 
available. - 

In December 1941, when Mr. Eastman was made Director of the 
Office of Defense Transportation, he again called me into the service. 
I was appointed the Director and organized in that Office first the 
Division of Traffic Movement, and then that of Transport Conserva- 
tion. After leaving that Office in 1943 I returned to my practice here 
in Washington, which has been largely confined to commerce work 
before the Interstate Commerce Commission. 

remarks today deal with the ratemaking provisions proposed 
by the railroads, familiarly known as the “three shall nots.” To 
understand just what those “three shall nots” will do, I want to 
first call your attention to the provisions of the transportation policy 
which deal with matters covered by this proposal. Among the duties 
of the Commission which you placed upon it is the duty to encourage 
the maintenance of reasonable charges without unfair or destructive 
practices, all to the end of preserving a national system of transporta- 
tion by water, highway, rail. 

Under this mandate, the Commission, among other things, has held 
that a carrier first may not establish noncompensatory rates and, 
second, that a carrier may not reduce charges lower than necessary 
to meet competition where such reduction would result in an increase 
in the burden to be borne by other traffic—that qualification is highly 
important because it is one that is ordinarily overlooked—or where 
the effect will be to impair its own service or that of its competitors. 

There have been a number of competitive rate cases before the Com- 
mission since 1941, and particularly has that been true in the past 10 
years. There have been many, many minimum rate orders against 
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motor carrier rates in which motor carriers have been compelled to 
charge rates higher than those which they proposed, and, indeed, to 
charge rates higher than competitive rates charged by the railroads 
where the Commission felt it was necessary to equalize disadvan- 
us service conditions of the latter. 

would say that the number of times in which the Commission has 
prevented a motor carrier from establishing reduced rates is far, far 
greater than those in which it has prescribed a minimum rate order for 
railroads. As a matter of fact, I have difficulty in remembering more 
than a half dozen of the latter cases. 

Now let us examine what the rail proposal will do to these regula- 
tions. In the first place it will forbid the Commission to consider at 
all the relation of the proposed rates to the rates of any other mode of 
transportation. It must deal with the question in a vacuum. And, 
second, it will forbid the Commission to consider whether such rates 
are lower than necessary to meet the competition of any other mode of 
transportation. 

Under this proposal, gentlemen, the Commission would be shorn of 
any real power in the competitive struggle between the different modes 
of transportation, and, in my judgment, would become impotent to 
protect the national transportation system until it had been well nigh 
destroyed. It will not be possible for it to preserve reasonable levels 
of rates, nor will it be possible to provide for a fair and equitable 
distribution of the overhead burden. 

The Commission could intervene effectively only when rates had been 
slashed or had drifted down to an undefined level where they are non- 
compensatory or below out-of-pocket cost, or below directly ascertain- 
able costs. These words, when applied in any given rate case, are 
largely meaningless. All of the economists who have studied the ques- 
tion of transportation costs agree that it is not possible, empirically, 
much less accurately, to measure the cost of providing a particular 
service or handling a particular traffic in a multipurpose business such 
as transportation. 

The first thing I want to call attention to is one that was mentioned 
this morning, and that is that if this freedom to make rates as they see 
fit should be granted the railroads when they are competing with the 
carriers in another form of transportation, why should it not also 
apply where the railroad desires to compete with the rates of another 
railroad. What is the difference? 

The reasons why the railroads refuse to endorse the proposal that 
it apply to all carriers and not merely to modes of transportation is 
thus stated by President Perlman of the New York Central who said 
he was speaking upon behalf of the railroads generally. I quote: 

It would likely permit too much competition * * * a small railroad * * * 
might come in with cut rates that would upset the operations of the hundred or 


80 major roads * * * we need some sort of referee * * * it would mean a 
return to the conditions which prevailed before regulations * * *. 


When applied to the railroads, Mr. Perlman saw and saw correctly 
that the provisions would result in the same unrestrained competitive 
ratemaking which existed prior to and led in large part to the passage 
of the Interstate Commerce Act in 1887, and that it would, in effect, 
deprive the Commission of the power to make minimum rates except 


when noncompensatory or discriminatory within the narrow and high- 
ly technical provisions of section 2 or 3 of the act. 
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The railroads themselves can hardly expect the public and their 
competitors to believe that they would not abuse their new found 
rate freedom when they themselves are unwilling to trust one another 
to use the same freedom in their intramode competition. 

Unrestrained competitive ratemaking, as I see it, would injure the 
se shippers, and carriers, rail, water, and motor, because it would 
result— 

(1) In an increase in the rates upon raw materials, further un- 
justly burdening the products of the farm, mine, and forest ; 

(2) In an intermode rate war which eventually would weaken the 
railroads and destroy their water and motor carrier competitors and 
thereby impair an adequate national system of transportation, which 
you have directed the Commission to preserve ; and 

(3) In preferences in rates—going back to Standard Oil in the 
eighties—to favored commodities, favored communities, and perhaps 
favored persons. 

First I want to talk about the effect that the rail proposal would 
have upon rates of raw materials. Stripped of any pretense, what the 
rails in effect ask is a return to what is sometimes called by them the 
law of the jungle, in rate wars such as have not been seen since the 
middle of the 19th century. To appreciate why this would be true 
requires that we examine briefly the nature, or as we call it in the com- 
merce field the structure of freight rates. Freight rates have never 
been based directly upon cost. ere are two kinds of costs. The 
variable costs or manageable costs which vary directly with an in- 
crease or decrease in traffic: These are called out-of-pocket costs 
and I will use that phrase frequently hereafter. But let us remember 
that they are only a part of it; and second, the constant costs which 
do not vary with the traffic but which must be apportioned arbitrarily 
as between particular commodities or traflies. 

The railroad variable or so-called out-of-pocket costs constitute 
approximately two-thirds of the total costs and the constant costs 
one-third. This means that for the railroad freight rates to be com- 
pensatory, they must as a whole—and I underline “as a whole”— 
return full out-of-pocket costs, plus 50 percent. This “plus” in the 
aggregate is called the transportation burden. Due to the wide and 
disparate distribution of the different traffics—the last time I counted 
there were over 10,000 different articles included in the railroad 
freight classification—the rates upon each traffic must be first sufficient 
to cover its out-of-pocket cost and second, contribute something to- 
ward the transportation burden. 

Senator Lauscue. Mr. Chairman? 

The Caamman. Senator Lausche. 

Senator Lauscue. Will you define the term “transportation bur- 
den” a little more in detail? 

Mr. Turney. Transportation burden consists of the costs which 
must be compensated for in the freight rate which do not vary with 
the increase or decrease in traffic. 

That brings me to the rate structure which the railroads have built. 
and they did it before regulation, and the Commission has adopted 
it, base — this fact of life, the difference between the out-of-pocket 
costs and the transportation burden. 

Commodities that are hauled are roughly grouped into two cate- 
gories: raw materials—farm products, animal products, forest prod- 
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ucts, mines. These are responsible for 50 percent of the railroad 
revenue, two-thirds of the railroad tonnage, 60 percent of the out- 
of-pocket cost, but contribute, at the present time, only 31 percent of 
the transportation burden. 

The second category, manufactures, produces one-third of the ton- 
nage, 50 percent of the revenue, and contributes approximately 69 
percent of the transportation burden at present. 

This apparent disparity exists because the transportation burden 
has not been and should not be distributed over the different com- 
modities upon a cost basis, but has been distributed on what is known 
as the value of the service basis, a system of ratemaking designed to 
produce the greatest volume of traffic and the largest net income to 
the carriers. This system, as I have said, was developed by the rail- 
roads prior to regulation. As a result of this structure, the rates 
upon high value products such as manufactures, are relatively higher, 
weight and cost considered, than the rates upon raw products, This 
means that a relatively smaller proportion of the transportation 
burden over and above the out-of-pocket cost has heretofore been 
assigned to the low-value products, and this has made it possible for 
railroads to move these raw products for long distances. If it had 
not been for this quality in our rate structure, our national economy 
would not be what it is today. Our industries and our cities would 
be along only the rivers and the lakes. We would have an insular 
economy not dissimilar to that of Europe 50 years ago. 

If there is to be a continued free movement of traffic, and partic- 
ularly of low valued commodities, this value of service structure 
should be preserved. Its existence is jeopardized by competitive rate- 
making. The inevitable result of competitive ratemaking will be the 
assignment, which as I said earlier is more or less arbitrary—of a 
greater and greater part of the constant cost, that is the transporta- 
tion burden to the raw material traffics, because the railroads mis- 
takenly believe that these raw materials are their captive traffic, and 
I will show later on that they have lost a lot of their captives. This 
is true because the revenues Tost by reduction in the rates on manu- 
factured products must be recouped through higher rates on raw 
materials, 

One of the witnesses who testified earlier in this proceeding called 
attention to the fact. that the railroads had what he called a research 
committee engaged in determining the rates which they would cut 
if they were free to cut them. We have had a very recent illustra- 
tion of the kind of ratecutting that would take place. We have had 2 
rate increases within the past 14 months. The first was early in 1957, 
the final order being made in August 1957 under Ex Parte 206. 

The second was in January of this year, the rates becoming effective 
on February 15. 

The first was typical of rate increases prior to that time. The dis- 
tribution of the increase in rates which largely if not entirely went 
to the transportation burden, was distributed almost exactly 60 per- 
cent to manufactured products and 40 percent to raw materials. 

But in the latest increase, the one that just became effective, out of 
the total amount of increased charges 60 percent of the increase was 
assessed against raw materials, and 40 percent against manufacturers. 
That is the kind of ratemaking that you will have when they are free 
to do it. 
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You may ask and certainly the rail witnesses will tell you that there 
will be no need to increase raw material rates because, they will say, 
the manufactures traffic which they expect to take from the motor 
carriers will be sufficiently profitable to offset the reductions in rev- 
enue which they must make to capture this traffic. 


I have here some real country arithmetic. I did it myself so it 
has to be that kind. I have some others here which I didn’t do. Let’s 
take the simple ones. 


Manufactures traffic of class I railroads in 1956 produced approxi- 
mately $414 billion. The out-of-pocket cost of handling that traffic 
was approximately $2,600 million, at the rate of $6.41 a ton, and that 
traffic made a contribution to the transportation burden of just under 
$2 billion. 

The manufactures traffic of class I motor carriers of 1956 was 
$1,293 million. Therefore the aggregate manufactures revenue of 
both modes was $5,856 million. 

Assuming that the motor carrier traffic could be handled by the 
rails at the same out-of-pocket cost per ton as their own—which Mr. 
McWilliams’ statement will show is an utter impossibility—the rail 
cost of transporting the aggregate traffic would be $3,470 million. 

Senator Lauscue. The aggregate traffic of what? 

Mr. Turney. Of manufactures. 

Mr. McWilliams’ statement, Senator, deals with all of the traffic, 
including all raw materials and less than carload. But this is a simpler 
illustration and deals with the traflic they say they want to take, 
manufactures traffic only. 

To wrest competitive traffic from the motor carriers would require 
a rate reduction of over 20 percent which would apply upon approxi- 
mately 75 percent of the aggregate traffic which is competitive. If we 
make this 20 percent cut, the aggregate revenue would be reduced to 
$4,978 million, which, less the aggregate cost, out-of-pocket cost, would 
leave $114 billion as contribution to the transportation burden. 

In other words, with all of the truck traffic, the railroads, after 
getting it by this rate cut, would have $458 million less net revenue 
than they had before they got the truck traffic. And that is equal to 
nearly 65 percent of their net income in 1957. 

To get their full costs, to recoup this loss, would require an increase 
in rates upon raw materials of 10 percent of their present rail rev- 
enue—$4,542 million. 

The foregoing is a simple overall appraisal, and I dealt with 
manufactures only. 

I attach hereto the statement of Mr. John C. McWilliams, a recog- 
nized mage: ay re cost analyst, who has gone much further into this 
problem. He has taken each of the 264 different commodity groups 
that are handled by railroads and motor carriers and has shown what 
would be necessary for the railroads to capture each of those traffics, 
how much it would cost them to handle, and how much better or 
worse off they would be if they got it. 

Senator Lauscue. Mr. Chairman ? 

The Cuarrman. Senator Lausche. 

Senator Lauscue. Is this a correct understanding: “If they got 
all of the trucking business, according to their present mode of 
charges, they would lose $458 million ?” 
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Mr. Turney. If they cut the rate sufficiently to get it, which is the 
purpose of the bills. 

Senator Lauscue. They would have to be cut by 20 percent? 

Mr. Turney. That is correct. I make that statement based on 10 
years of experience in cases in which they have made greater cuts than 
that and failed to get the traffic. I refer to probably the largest 
one, a case in which I participated, iron and steel. They cut first 
15 percent, then they cut 15 percent more, and then they put in a 
minimum weight which the trucks could not meet, and a rate which 
was 5 to 10 cents below the truck rate, and still did not get the traffic. 

Senator Lauscue. May I ask this question: That indicates that 
you are able to carry at a cost of 20 percent less than they? 

Mr. Turney. No. That indicates that they can’t take the traffic 
away from the motor carriers by making a reduction of less than 20 
percent. 

Senator Lauscue. And that 20-percent reduction would be a type of 
compensation for quick delivery and other factors? Or would it only 
cover the difference in the respective costs of the trucker and the rail- 
roads? 

Mr. Turney. No; it would not. It would cover the cost between the 
trucks and the railroads in the first place, and in the second place it 
would cover either the provision of a service by the railroads to equal 
the truck service, or a compensation to the shipper in the form of 
reduced rates to overcome that superior service. 

Senator Lauscur. My final question. How are you able to deliver 
at a profit when the railroad, if it reduced the rates in order to get 
the business, would lose $458 million? How is that possible? 

Mr. Turney. Because we are not reducing the rates. 

Senator Lauscuz. What? 

Mr. Turney. We are not reducing the rates. We have the traffic. 
They are trying to get it by cutting the rates 20 percent. 

Senator Lauscne. How are you able to make a profit while they, 
if they reduce their rates by 20 percent, would suffer a loss? What 
advatnages do you have in order to be able to make a profit while 
they would have a loss? 

Mr. Tourney. Senator, if we should reduce the rates 20 percent in 
order to get their traffic, we would have the same trouble. We would 
lose more money than this. The rates won’t stand a 20-percent reduc- 
tion, that is all it means. 

Senator Lauscus. Do you have an advantage which enables you to 
make a profit, and for them to suffer a loss? 

Mr. Turney. No, sir; we do not. 

Senator Lauscur. What does the 20 percent amount to in dollar 
reduction ? 

Mr. Turney. You are talking now about the detailed study, not 
my study ? 

Senator Lauscue. Yes. 

Mr. Turney. The reduction amounts to—— 

Senator Lauscue. To about $700 million ? 

Mr. Turney. Wait a minute. I have it here. If you will look at 
page 27, the top line, the first two columns, you will see the railroad 
carload revenue, motor carrier truckload revenue, and you will notice 
that those two added together give a total of $10,373 million. The 
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20-percent cut, when that is taken off, you have $9,471 million, or 
almost exactly $1 billion less. That is the 20-percent cut. 

Senator Lauscue. The cut would be 20 percent, equal to $1 billion, 
and would ultimately produce a $458 million loss to the company ? 

Mr. Turney. That’s right. 

Senator Lauscue. Are you able to tell what profit you make on 
this business that the railroads would take from you ? 

Mr. Turney. Overall, net earnings of the trucks, as I recall the last 
figure—the operating ratio after income taxes, which is the earnings, 
was approximately 214 percent. That was net. That is above all 
costs, including income taxes, Senator. It is approximately 5 percent 
before income taxes of the revenue. 

Senator Lauscue. Five percent before income taxes? 

Mr. Turney. Yes, sir. 

If you will turn to page 8. I should first say that there should be 
this note written on that page: The blue indicates a gain, and the 
red indicates a loss—not a deficit but a reduction. Also the words 
“Net ry. opg. income” should have before them “Reduction in pre- 
tax—before income taxes—net railway operating income.” 

Here you will see that taking carload traffic and truckload traffic as 
a whole, by this process the railroads would gain in gross revenue 
ae million. They would lose in net railway operating income $623 
million. 

On total manufactures and miscellaneous they would gain $279 
million. In net they would lose $583 million. 

On industrial materials and supplies, they would gain $57 million, 
and lose in net railway operating income $209 million. 

The other carload figures are shown there. The last line is less- 
vehicle-load traffic. That traffic amounts to $1,205 million. If they 
took it, that is what they would gain. But if they took it at their 
cost of handling, which is substantially higher than the motor car- 
riers’ cost of handling, they would lose $376 million. 

Before the House committee we had a similar statement—but at 
that time we did not have distribution of the truck traffic by commodi- 
ties. That is only a recent development of the last year and could 
not go into this detail. The witness for the railroads criticized this 
showing because he said “we wouldn’t reduce the rates on LTL; we 
would let you handle that.” It was the implication that the rails are 
handling their LCL at a loss. The rail LCL is only a sixth of what 
the truck LTL is. The rail LCL is $272 million; the truck, over a 
billion dollars. 

The trouble with that is this: That in most cases the LTL traffic 
moves in a different direction than the loaded traffic. We move out 
the small shipments, the merchandise, the consumer goods, and we 
bring back the roducts, semi-processed products—things that are 
moved in contenu or truckload s ipment lots. 


If the rails were successful in noe away from the trucks the 


truckload traffic, then 1 of 2 things would happen: Either the trucks 
would be forced out of business and then the rails would have obtained 
the traffic and lost their shirt as they have been doing for 40 years 
with that traffic, even before the trucks showed up, or they would 
have to cut much deeper than 20 percent, because, as a back-haul 
proposition, the trucks could afford to handle the truckload traffic at 
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much lower rates, even below the theoretical out-of-pocket costs of 
handling it, because it would be cheaper than coming back empty. 

My conclusion, and I am certain that it is true, is that if the rail- 
roads were given the right to carry out their program, if they had the 
full and unrestrained power to cut the rates so that their motor-car- 
rier competitors could not operate, first they would be a half-billion 
dollars worse off, and then the farmers, the people who mine ores, 
sell forest products, animal products, would be that much worse off. 

That would be the first result, as I see it, of this competitive rate- 
making. 

Senator Lauscue. Mr. Chairman, may I ask a question ? 

Is it your position that there is folly in the minds of the railroads 
when they are trying to get this business because, as you say, instead 
of making money on it they will lose money ? 

Mr. Turney. Yes. 

Senator Lauscue. Do you say that they come before this body ask- 
ing for the relief which they pointed out not knowing that instead of 
bettering their position they would worsen it ? 

Mr. Turney. I don’t know whether they know it or not. I don’t 
think it would make any difference if they thought they could destroy 
their competitors. 

Senator Lauscue. What would be the objective in trying to com- 
ete for it, if, as you say, instead of making money on it they would 
ose money ¢ 

Mr. Turney. Oh, but they wouldn’t. They would take it away 
from the farmer, and the mines, and the forest. That was my whole 

int. 
 anedae Lauscue. How would they do it ? 

Mr. Turney. I have tried to explain it, Senator. It is because 
there is a third of the rate that represents the transportation burden 
and it is not involved with cost at all. And all that they do is to re- 
distribute the transportation burden as they did in the last rate in- 
crease. All they have to do is to shift from 60 percent to 40 percent. 

The CHarmman. Mr. Turney, unless there are some further ques- 
tions, I think we had better move along. We have been going on 45 
minutes and have covered only seven pages. 

Mr. Turney. I will cut this just as much as you want. 

The CuarrmMan. You go right ahead and highlight your points. We 
have the full brief. 

Mr. Turney. The second thing that I think would happen, Mr. 
Chairman, is that we would go right back to where we were before the 
act to regulate commerce. Your congressional mandate to eliminated 
destructive competition is absolutely necessary if you are to preserve 
an adequate transportation system. Unfair or destructive competi- 
tion consists in one carrier needlessly cutting rates, thus imparing its 
own revenues as well as those of its competitors. 

We next come to the question which I will touch on only briefly, 
and that is the power of the railroads to eliminate competition, and 
when I say “competition” I mean the waterways as well because I think 
the waterways would probably be the first objective. Certainly they 
have not been behind in the rate-cutting that has taken place in the 
last 10 years. I don’t mean the waterways have been cutting the rates, 
the rails have been endeavoring to wrest the traffic from them, al- 





804 PROBLEMS OF THE RAILROADS 


though the water transportation has more statutory protection than 
does motor carrier transportation. : 
The rails have hightly profitable traffic, such as coal, ore, agricul- 
tural commodities, for which the trucks are not and cannot be com- 
titive, and which the railroads can always resort to to make good the 
osses they sustain in this rate war. Therefore, they do have the 

wer to destroy these other modes of transportation, if you free their 
a There is nothing new about that. That is exactly what they 
did to water transportation until the power to fix minimum rates was 
given to the Interstate Commerce Commission in 1920. 

The motor carriers—I don’t know too much about water carriers, 
but I do know that the motor carriers could not survive in such a rate 
war, and I do know that there is a very substantial part of the trans- 
portation burden now borne by manufactures that would be shifted 
to raw materials. 

Another reason why the trucks are more or less helpless in that sort 
of a warfare is the fact that the difference between the out-of-pocket 
and the full cost, or rate in the case of railroads, as I have said, is 50 
percent—one-third of the total, while in the case of the trucks it is 
15 percent. I hope you will have your official statement that I have 
filed corrected; there is a typographical error on page 11, the third 
line, first word in the parentheses should be “fifteen” instead of “ten.” 
It is within that difference, as Chairman Arpaia of the Commission 
has pointed out to the House committee, which makes it possible for 
the railroads to cut the traffic below the motor carriers out-of-pocket 
cost even in a case in which the motor carrier is the low-cost carrier- 

Finally, and this is very important, motor carriers are little carriers 

nerally. Many of them operate only between two cities, or just a 

ew cities. Many of them handle only a few commodities or the busi- 
ness of only 1 or 2shippers. All that a railroad has to do is to move 
in on that particular motor carrier, just single him out, and cut the 
rates from that shipper on that commodity from that town and elimi- 
nate his competitor. The motor carrier, because he is so little, has 
nothing upon which to fall back. 

The rails don’t write on a clean slate in this proceeding. The com- 
petitive struggle between the water carriers and the railroads between 
1890 and 1920, which resulted in the complete elimination of water 
competition for all practical purposes on our inland waterways until 
World War I, was due to the ability of the railroads and the will of 
the railroads to destroy their competitors and then restore the rates 
which they had reduced, to their normal height. 

Exactly the same thing will happen here, and you can well expect 
that with this kind of warfare you will have left only a railroad 
transportation system. 

The other thing that I mentioned I am going to skip over rather 
lightly, because it is written here in the statement. The effect of any 
competitive ratemaking is discrimination. The rates are cut where 
the traffic is the most attractive, whether it be a shipper, a large com- 
munity, or a very heavy moving and profitable commodity. That is 
the traffic and the business that the railroad or anybody else who is 
cutting rates to gain traffic will go after. 

He is not worried about the little business. He is not worried about 
the little towns. He goes after the business of the big shippers. And 
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all you have to do is to look when they come before you and see who 
the shippers are that are supportin the three shall-nots. 

I want to come briefly to some of the things which I think may be 
constructive. The motor carriers are intense competitors of the rail- 
roads. But we feel sorry for them sometimes. We realize their difli- 
culties and sympathize with them. We know that as a substantial 
part, and the biggest part of the national transportation system, that 
if they are in trouble, as they perennially are, there is danger to the 
stability of the national transportation system and we will suffer 
whenever that happens. 

As more competent witnesses will tell you, there are a number of 
the rail proposals which we endorse. But over and beyond the outside 
aid which they seek, we believe that the greatest chance for improve- 
ment of the railroads lies in themselves. 

We believe that there are things which they can do and do now 
without legislation, without aid from papa or mama or anybody else, 
and restore themselves to the profitable industry which they should be. 

In the first place I want to call your attention to freight operations 
as distinct from passenger operations. In 1957, the year just closed, 
the railroads’ pretax net railways operating income was over $2 
billion. That is the freight operating income, I should have said. 
After payment of all fixed charges and the deductions of income taxes 
in amount 3 times as much income taxes as they actually paid in that 
year, that income would have been sufficient to have produced a return 
of over 5 percent upon the net worth of the class I railroads and to 
have paid dividends of $11 for each $100 of investment in capital stock 
and over $13 per share upon the average aggregate market value, a 
price-earnings ratio of just over 6. The railroad freight business is 
not in an unhealthy condition. Their condition today is due entirely 
to their passenger operetions. 

Between 1947 and 1956, according to the figures introduced by Mr. 
Loomis in these hearings, the railroads have lost in passenger service 
over $534 billion, and by January 1 of this year I am confident that 
that loss has now risen to over $614 billion. 

In these 11 years that deficit has been equal to 80 percent of the net 
income and in the year 1957 the passenger deficit equaled, if it did 
not exceed, their net income. I can conceive of no reason for the 
until quite recently pathetic indifference to this drain unless it was 
because the Commission, prior to the time it instituted the passenger 
deficit investigation, year after year allowed their requests for in- 
creased freight rates, increases which if they had been realized—and 
they have only realized one-third of the increases that they were 
authorized to put into effect—would have covered the deficit. They 
have never covered the passenger deficit and they never will. 

In the passenger deficit proceeding, which goes on again tomorrow 
morning—we have had a number of hearings in it—the railroads intro- 
duced a cost study which analyzed the deficit by classes of service. 
If you will look at the chart on page 15 you will see what this study 
showed. This is the cost study of the railroads which was based on 
1955 returns. I have applied precisely the same percentage to the 
1956 return. The full deficit was $696,900,000. Of that, $156 million 
was in pullman service, $157 million in dining cars, $47 million in 
baggage, $129 million in commutation service. 

21278—58—pt. 25 
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Pullman service and dining cars and baggage are obsolete services. 
They are causing half of the deficit. Where they cannot and will 
not be made to pay their way, they should be eliminated and can be 
eliminated by the railroads tomorrow, if they desire. 

The dining car operating ratio, I am positive, exceeds 200, but I 
know it exceeds 150. The baggage was originally largely for drum- 
mers who traveled from town to town with their sample cases. But 
they don’t travel the railroads any more. 

As to the commutation service, I think there was a question asked 
this morning on that. 

Before I go to that I want to say this, and it is very important: 
Don’t think for a moment that the railroads are bearing this passenger 
deficit, because, with the permission of the Commission, it is included 
as a part of the overall freight burden when we come to increased 
freight rates. 

Senator Scuorpret. Mr. Chairman, I have a question. 

Mr. Turney, I have a question because in this technical field it is 
difficult for this Senator to follow your testimony, I will concede. 
The purport of what you are saying is, as I understand it, the freight 
rates are high enough now and are providing an excellent return, but 
the losses are on passenger and the related services, such as the matters 
you have mentioned—on pullman, dining cars, and baggage? 

Mr. Turney. You have said it better than I did. 

The CoatrmMan. You are an expert—you are pretty good. 

Mr. Turney. I want to say this: Coal, one of the lowest valued 
commodities there is, pays, it figures, at least the people who do it 
figure that they pay about $100 million a year of that deficit. But 
if they don’t freight rate payers pay it. 

You talk about subsidy. There isn’t any subsidy in the land that 
be it. And I say with all kindness that it. exists because of inertia. 

ithin the past 6 to 9 months, since the Commission’s passenger 
deficit investigation has been proceeding, the railroads have started 
taking off some of their name trains. These are holy of holiest that 
they have never touched before. They will get around to the pull- 
mans and to the diners. Some of them have. Some of them have 
realized that we are living in a different age, that they can’t ape the 
dining service of the Waldorf-Astoria, or whatever they call it, on a 
car. Some of them have realized that the pullman is no longer attrac- 
tive except for somebody who is riding on an expense account and 
has lots of time. 

There isn’t any excuse for the baggage cars. None of the other 
carriers carry that much baggage. It is over, it is obsolete. And we 
are just sitting here and letting inertia pound this deficit on to us. 
And if the railroads wipe it out, and I believe as firmly as I sit in this 
chair that they can wipe it out, then I believe also, and this my truck 
clients will probably not be happy about, I think it will result in 
normally reduced freight rates. I don’t see how it can result other- 
wise. 

The Cuatrman. Mr. Turney, you have here in your chart the full 
deficit. by services. Then you have a heading “Avoidable,” which you 
say can be eliminated. For instance, in pullman you go from $156 
million to $105 million. Would you suggest there that it is your opin- 
ion that immediately they could reduce that by $50 million right now ¢ 

Isthat what the chart means? 
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Mr. Turney. No. The chart means that they can reduce it by $105 
million right now. 

The CuHarrmMan. I see. From $156 million to $105 million? 

Mr. Turney. Yes. I might say, Mr. Chairman, that there is a sub- 
stantial opinion, I believe, in some of the railroad cost statisticians— 
at least they have so testified—that it is their opinion that the full 
cost can be ultimately eliminated. But their own witnesses said that 
this was the avoidable cost, the $472 million. 

I did mention, Senator Lausche, commutation. I believe you asked 
a question about that this morning. I cannot see the slightest justi- 
fication for the Commission or the Congress saddling upon the com- 
merce of Ohio or West Virginia or Idaho a part of the cost of trans- 
porting a banker from Westchester County to Wall Street. That is 
what we are doing in subsidizing commutation service. If it has to 
be subsidized, then the communities that want it and are benefited by 
it should subsidize it, not the commerce, and particularly not the 
freight commerce of the United States. 

The Cuarrman. The shippers in the long run are the ones who 
gg 

r. Turney. The consumers. 

The CuatrmMan. The consumers and shippers. 

Mr. Turney, in that particular case, of course, we are dealing with 
a local problem, and there has been proposed here—or rather the 
question has been posed, and I want to ask your opinion: In many of 
these cases, where the railroads have applied to abandon the service, 
the local public utility commission or the State public utility, has 
denied them the right to do so. The question has ben posed here 
whether or not that authority should rest solely and initially in the 
Interstate Commerce Commission in their dealing with railroads for 
the abandonment of service. Do you have any opinion on that? 

Oftentimes the ICC would probably be favorable to it, looking at 
the overall interstate picture, but the local public utility commission 
or board would deny it. I think that is Saeeeuiae in New York 
right now with the New York Central. 

Mr. Turney. What you say, Mr. Chairman, is correct insofar as 
commutation service is concerned. 

The Cuarrman. I am speaking of commutation service. 

Mr. Turney. With respect to commutation service, my feeling is— 
let me broaden it. I want to make this statement because you asked 
me. I want this as a personal answer. I don’t know what the views 
of my clients are. My personal feeling is that you need to amend 
section 13 of the Interstate Commerce Act to give the Interstate Com- 
merce Commission more power to authorize the discontinuance of 
unprofitable service than you have given it to set aside State rates. 

he Coarrman. Thank you. 

Mr. Lauscue. Mr. Chairman, I do think that the witnesses several 
weeks ago did not contemplate that this expanded power to the Inter- 
state Commerce Commission shall only be applicable to commuter 
service, but to other services which are producing a. loss. 

Mr. Turney. Senator Lausche, that is what I was talking about. 
I wasn’t talking about commuter service in answering the chairman’s 
question. 
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Senator Lauscue. It is your view that expanded power ought to 
be given to the ICC so that whenever the facts justify it, authority 
would be given for the discontinuance of service ? 

Mr. Turney. Yes, sir. 

Senator Lauscue. You do understand that there has been serious 
opposition raised all over the country before State public utility 
commissions against the discontinuance of service ? 

Mr. Turney. Yes, sir. 

Senator Lauscur. But you believe 

Mr. Turney. May I interrupt right there? 

Senator Lauscue. eae 

Mr. Turney. I answered, probably, more generally than I should. 
In this passenger-deficit proceeding the railroads brought in a state- 
ment showing the trains which they had either discontinued or had 
tried to discontinue and the State commissions had declined to let 
them do it. As I recall, every one of those cases was a local train, 
sometimes providing very limited service between a very restricted 
territory. As I recall—and I am positive in my recollection—there 
wasn’t a single named deluxe train in the whole showing that the 
had endeavored to take off that the State commissions had objected. 

And as I recall again—I am getting awfully old in my memory, 
it isn’t as good as it ought to be—I think that the chairman of the 
Georgia commission stated that the commissions were not too much 
interested in the through-interstate deluxe trains. I may misquote 
him. I don’t intend to. 'That is what I understood him to mean. 

Since that time—I want to be fair there—there has been a very 
decided move, particularly by the New York Central, certainly by 
the B. & O. between here and New York, by the Pennsylvania, by the 
Southern, all of them, toward the elimination of these—when I was 
on the railroad we called them the “varnished trains,” the deluxe all- 
Pullman, with all the frills. That is where your money is being lost. 

Senator Scnorrre,. Mr. Chairman, I would like to ask Mr. Turney 
this question: In today’s issue of the Wall Street Journal, February 
17, on the right-hand column there is this headline: “Rail Counter- 
attack. More Lines Cut Freight Rates, Aim to Regain Business 
from Trucks. Western Roads Plan to Trim Grain Charges up to 35 
Percent; Oil, Cement Rates Fall. Big Cut Aids Minnesota Line.” 

I obviously assume that of course if this written article is correct, 
it is contingent upon the approval of the Interstate Commerce Com- 
mission. 

Mr. Turney. If there are protests, ves, sir. 

Senator Scnorrre.. Are you familiar with this? 

Mr. Turney. I am familiar with the so-called research group which 
they have there, and they have another one on the west coast, and they 
have one in the East. 

Just the day before yesterday my attention was called to the fact 
where they had cut the rates on refrigerated meats from all of the 
Midwest packing points to the entire eastern territory. My recollec- 
tion is it was 30 percent. 

This process of slicing rates is not a new one. It has been going 
on for 10 years. The Commission, in my judgment—and of course 
I am biased; in fact I think the lawyers on the committee will realize 
I am paid to be biased 

The Cnamman. Is that what they pay lawyers for nowadays? 
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Mr. Turney. I think so. I think the Commission could have gone 
much further than it has in protecting the rate structure. 

But be that as it may, it has been going on under the present act. 

The Cuamman. What bothers the Senator from Kansas and my- 
self is that they did get recently a flat increase across the board. 

Mr. Turney. Not across the board. 

The Cuatrman. I thought it was across the board; 18 percent. 

Mr. Turney. No; this a increase which went into effect on the 
15th of February was on selected commodities. 

The CuatrMan. Selected commodities ? 

Mr. Turney. Yes, sir. 

The Cuarrman. Now they are suggesting on other selected com- 
modities that they lower it / 

Mr. Turney. Yes, sir. 

The Cuatrman. In either case the ICC will have to approve / 

Mr. Turney. They have already approved the increase. 

Even if I am biased I have to say in defense of the railroads: They 
were invited by the ICC to make selected rate cuts. 

The CuarMan. Would you say that this is probably the result of 
that invitation ? 

Mr. Turney. I don't think they required too much urging. 

The railroads have been authorized to make increases in rates since 
December 31, 1946, beginning with 1947, the first year after the war, 
which if they had been realized would have aggregated 108 percent. 
According to the figures of the Interstate Commerce Commission the 
ton-mile earnings in 1955, the revenue per ton-mile on freight over- 
all, which ordinarily measures the rate structure, was 29 percent, the 
revenue per ton 36 percent above 1947. Instead of the 108% they 
got a third of it. What happened? Some of the traffic took it all, but 
a lot of it got these reductions. 

I submit that the rates as a whole, if they had been allowed to in- 
crease 108 percent, would be entirely too high, and that it is improper 
ratemaking to allow such increases as that when they go on unpro- 
tected commodities, as it were, and slice and cut on others until they 
reach only a third of it. 

Senator Scuorrre,. Are you permitted to do that in your trucking 
industry ¢ 

Mr. Turney. Are we permitted to do it 

Senator SCHOEPPEL. Yes. 

Mr. Turney. We would have to file tariffs if we did it, and the 
(Commission would pass on it. 

The CuHarrman. You didn’t answer the question. You are per- 
mitted to do the same thing? 

Mr. Turney. Oh, yes, yes. I am not claiming any inadequacies in 
regulation. They do that, and their justification is truck competition. 
They say unless we cut these rates on the manufactured products, the 
cream of the traffic which the trucks are taking, they will take it all. 

If you will look at the next to the last paragraph on page 16 you 
will find that between 1947 and 1956, if you will price out the 1947 
tonnage at the 1956 rate per ton, that the railroads suffered a theo- 
retical loss in revenue of $1,150 million of diverted revenue. Eighty- 
one percent of that was in raw materials, and only $214 million, or 
19 percent, in manufactured products. In other words, where they 
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have lost the traffic has been in what they have thought was the cap- 
tive fields. 

Using coal, for illustration, the rates on coal have driven the elec- 
tric-light plants, the other industries who buy on price, to substitute 
oil and gas for coal. The result is that 34 percent of the traffic of 1947 
in coal is gone and gone forever because they don’t reconvert. That 
kind of ratemaking in my poor judgment is certainly not in the public 
interest. 

Private transportation, I simply want to say that that is as much 
a headache for the motor carrier as it is to the rail, and at the same 
time I want to assert the fact that in many cases private transporta- 
tion is a proper transportation to meet a particular need but it is some- 
thing that if we can get along with, they can. 

There is a kind of. competition which is healthy, and that is service 
competition. That is something that you have relied on—and when 
I say “you” I mean the American people—since 1887, instead of rate 
competition. The railroads have lost their business, if they have lost 
any, due to service, and that loss of service has not been due to any- 
thing but their own indisposition to meet it. They can meet motor- 
carrier service, both in time and facilities. The trucks know it, 
whether the rails do or not. Some of the more alive railroads are 
doing it. They do not need any rate differential to meet truck service. 
They can meet it with their rails and that private highway. And they 
have a tremendous advantage over the motor carriers in the fact that 
they do have those things. 

hat brings me, Mr. Chairman, to this, in 1934, in the report which 
I made for the Federal Coordinator, I said as follows, and it is 
quoted, although I didn’t put it in quotation marks because it was so 
old, but it was true then and it is true now: 

The full potential of the national transportation system envisaged by the 
transportation policy cannot be achieved until carriers of every mode use their 
facilities and provide service as though there were a single transportation sys- 
tem. No carrier or group of carriers has a vested right to any traffic. To 
properly discharge its public duties, transport must point its service to meet 
every demand of commerce, and must adjust its prices to encourage the largest 
possible movement of goods profitably. A carrier owes a much greater duty than 
merely to operate the facilities which it has devoted to public use. It must be 
prepared to employ those facilities, even to the extent of subordinating a tem- 
porary private advantage, to the long-range public good. The carrier owes the 
obligation to employ every possible means to make its operation economical as 
well as efficient and serviceable, and this duty connotes utilization by it of more 
efficient facilities of others or the use by others of its facilities under like con- 
ditions. 

This would require real cooperation as well as coordination of facilities. 
Prerequisite is a system of joint through rates between rail and motor carriers 
which the latter have offered and the former rejected for many years. 

The Cuarrman. By that, you are telling the committee, in effect, 
that one of the prime things, in your opinion, that should be done 
to realize the full potential of a national transportation system and 
give the public the service that it is entitled to, is that there must be 
some move toward a joint system of through rates ? 

Mr. Turney. Iam. And not only a joint system of through rates, 
but joint utilization of facilities. 

The Cuarrman. And that the motor carriers have stood ready and 
willing to do that? 

Mr. Turney. And are now. 
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The Cuarman. And are ready and willing. And that the rail- 
roads have consistently rejected it ? 

Mr. Turney. Correct. Mr. Chairman, I should say that there is a 
statement here by Mr. John C. McWilliams in which he describes in 
detail and gives the detailed figures of the statements which underlie 
it. If there are any questions—— 

The CuarrmMan. We will put that in the record in full. I am sure 
the work that was done by yourself and by Mr. McWilliams will be 
very helpful to us here. 

(The complete statements of Mr. Turney and Mr. McWilliams 


follow :) 


STATEMENTS RESPECTING RATEMAKING PROVISIONS BY JOHN R. TURNEY AND 
JoHN C. MCWILLIAMS 


My name is John R. Turney. I am an attorney with an office at 2001 Massa- 
chusetts Avenue NW., Washington, D. C. For the past 41 years I have been 
exposed to transportation rate and cost problems. I was counsel of the St. 
Louis-Southwestern Railway System from 1917 to 1929, and, from 1929 to 1933, 
vice president in charge of law and traffic of that system. I served as Director 
of the Section of Transportation Service under the late Joseph B. Eastman, 
federal Coordinator of Transportation, beginning with the institution of that 
agency in 1933 and ending in 1935. As Director of the Section of Transportation 
Service, I made extensive surveys, analyses, and reports respecting transportation 
problems, and particularly rates and costs and coordination of facilities and 
services. These reports, known as Merchandise Traffic Report, Passenger Traffic 
Report, Freight Traffic Report, and Traffic Organization Report, covered railroad, 
express, bus, and truck operations insofar as information was then available. 
In 1942 I organized and served as Director of the Divisions of Traffic Move- 
ment and Transport Conservation in the Office of Defense Transporation, again 
under Mr. Eastman, who was Director of the Office. From 1935 to 1942 and 
following my service with the Office of Defense Transporation, I have been 
engaged in the private practice of law, principally before the Interstate Commerce 
Commission in rate and other transportation proceedings. 


REMEDY PROPOSED BY RAILROADS 
Present regulations 


The congressional transportation policy declares, among other things, that the 
Commission shall administer the Interstate Commerce Act— 

“to recognize and preserve the inherent advantages of each mode of trans- 
portation ; 

“to encourage the * * * maintenance of reasonable charges * * * with- 
out unjust discriminations, * * * or unfair or destructive competitive prac- 
tices * * * all to the end of * * * preserving a national system of transporta- 
tion by water, highway and rail, * * * adequate,” ete. 

Under this mandate the Interstate Commerce Commission holds that carriers 
of any mode of transportation— 

(1) have the right to meet competitive rates of other carriers; 

(2) may not be required to maintain a level of rates necessary to pro- 
vide an umbrella to enable another carrier to retain traffic ; 

(3) have the duty to maintain a just and reasonable rate adjustment 
under which all articles may move freely and no class of traffic is unduly 
burdened ; 

(4) may not establish noncompensatory rates; 

(5) may not reduce charges lower than necessary to meet competition 
where such reduction would result in an increase in the burden to be borne 
by other traffic or where its effect will be to impair its own service or that 
of its competitor.’ 

In a number of important traftics the Commission has by minimum-rate orders 
compelled the motor carriers to charge higher rates than those of railroads to 
equalize service disadvantages under which the railroads claimed to labor. 


1293 I. C. C. 133; 63 M. C. C. 54. The Commission has been upheld by the courts in 
these interpretations of the act. Scandrett vy. United States, 32 F. Supp. 995, affirmed 
per curiam, 312 U. S. 661. 
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Over the past 10 years, the Commission, in cases involving competitive rate- 
making, has disapproved at least 3 reductions proposed by motor carriers for 
each rail reduction which it has condemned. 


Rail proposal 
The rails propose, in effect, to eliminate from the transportation policy the 
duty to maintain charges free of destructive competitive practices by forbidding 
the Commission to consider in any proposed rate cut— 
(1) the “effect of such rates upon the traffic of any other mode of 
transportation” ; 
(2) “or the relation of such rates to the rates of any other mode of 
transportation” ; 
(3) “or whether such rates are lower than necessary to meet the com- 
petition of any other mode of transportation.” 


The result 


Under the railroads’ proposal the Commission would be shorn of any real 
power as referee in the competitive rate struggle between different modes of 
transportation. No longer would the ICC be able to control competitive rate- 
making so as to preserve rate levels reflecting the value of the transportation 
service provided and a fair distribution of the overhead burden. The Commis- 
sion could intervene effectively only when rates have been slashed or have drifted 
down to an undefined level where they are “noncompensatory” or “below out- 
of-pocket cost” or below “directly ascertainable costs.” This means that there 
would be no effective regulation of rates. This is so because the whole concept 
of transportation costs is shifting sand. Distinguished and able economists 
disagree as to the meaning of the various concepts of transportation cost. But 
on one ground there is general agreement—it is not possible empirically to 
measure the cost of providing a particular service or handling a particular 
traffic in multipurpose business such as transportation. We can only approxi- 
mate these costs and use them as guides. They are still far from the finite and 
certain measurement which would permit the Commission to determine com- 
pensativeness of a particular rate. Thus, if “cost” is to be relied upon as 
measuring the bottom point beyond which the Commission is not to permit com- 
petitive slashes to competitive rates, there will be no real floor beneath the rates, 
and effective minimum rate regulation is doomed. 


Recognition by proponents 

The first question which comes to mind is, Why should the change be limited 
to the traffic or rates “of any other mode of transportation” rather than to 
the traffic of “any other carrier”; i. e., why should not free competition as to 
ratemaking not apply to intramode as well as to intermode competition? This 
query was thus answered in the public press of April 6 last year by President 
Perlman of the New York Central, speaking upon behalf of the railroads gen- 
erally: 

“Tt would likely permit too much competition * * * a small railroad * * * 
might come in with cut rates that would upset the operations of the hundred 
or sO major roads * * * we need some sort of referee * * * it would mean a 
return to the conditions which prevailed before regulation * * *.” 

When applied to the railroads, Mr. Perlman readily saw that the provision 
would result in the same unrestrained competitive ratemaking which existed 
prior to the passage of the act in 1887, and that it would deprive the Commission 
of the power to make minimum rates except when noncompensatory or dis- 
criminatory within the narrow technical provisions of section 2 or 3 of the act. 
The railroads can hardly expect the public and their competitors to believe that 
they would not abuse their new-found rate freedom when they themselves are 
unwilling to trust one another to use the same freedom in their intramode 
competition. 


Issues 

Unrestrained competitive ratemaking, as I see it, would injure the Nation, 
shippers, and carriers, rail, water, and motor, because it would result: 

(1) In an increase in the rates upon raw materials, further unjustly burdening 
the products of the farm, mine, and forest ; 

(2) Inan intermode rate war which eventually would weaken the railroads and 
destroy their water and motor carrier competitors and thereby impair an adequate 
national system of transportation ; 

(3) In preferences in rates to favored commodities, favored communities, and 
perhaps favored persons. 
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DISCRIMINATION AGAINST RAW MATERIALS 


Stripped of all pretense, what the rails ask is a return to the law of the jungle 
by bringing about a competitive rate war such as has not been seen since the 
middle 19th century. To appreciate what this would mean requires that we 
examine briefly the nature, or as we in the commerce field call it, the structure 
of freight rates. 


Basis of freight rates 


Freight rates have never been based directly upon cost and, in the judgment 
of the most informed economists, can never be. Transportation costs are of two 
kinds: the variable or manageable costs which vary directly with the increase 
and decrease in traffic, and constant costs which, because they do not vary with 
the traffic, must be apportioned arbitrarily as between particular traffics. Rail- 
road variable, or so-called out-of-pocket costs,* constitute approximately two- 
thirds of the total and the constant costs*® one-third. This means that for the 
railroad freight rates to be compensatory, they must, as a whole, return full out- 
of-pocket costs, plus 50 percent. This, plus, in the aggregate, is called the trans- 
portation burden. Due to the wide and disparate distribution of the different 
traffics—there are over 10,000 different articles rated in the railroad freight classi- 
fication—the rates upon each traffic must be sufficient to cover its out-of-pocket 
cost and contribute something toward the transportation burden. Unless they 
do, any carrier who depends in any substantial degree upon such traffic cannot 
long survive. 


Rate structure 


Commodities transported by railroad fall roughly into two categories; raw 
materials, consisting of products of the farm, the mine, and the forest, which are 
responsible for approximately 50 percent of the revenue, two-thirds of the ton- 
nage, about 60 percent of the out-of-pocket cost, and contribute 31.1 percent of 
the transportation burden. The second category, manufactures, produces one- 
third of the tonnage and is accountable for something over 50 percent of the 
revenue, 40 percent of the out-of-pocket cost, and contributed 68.9 percent of the 
transportation burden. This apparent disparity exists because the transporta- 
tion burden has not been distributed over the different commodities upon a cost 
basis but upon the basis of what is known as the value of the service, a sys- 
tem of ratemaking designed to produce the greatest volume of traffic and largest 
net income to the carriers. This system was developed by the railroads prior 
to regulation and approved and continued by the Commission under regulation. 
As a result, rates upon high value products, such as manufactures, are relatively 
higher, weight and cost considered, than rates upon the raw products of agri- 
culture, animals, mines, and forests. This means that a realtively smaller 
proportion of the transportation burden over and above out-of-pocket cost has 
been assigned to the lower valued products, with the result that they have been 
able to move freely for much longer distances and to much more distant markets 
than otherwise would be possible. On the other hand, the imposition upon high 
value manufactured products of a relatively greater portion of the transporta- 
tion burden has not interfered with their free movement because the freight 
rate is a relatively small and unimportant part of their value.‘ The free move- 
ment of raw materials and manufactures throughout the country is the very 
foundation of our national economy as opposed to the insular economy of 
Europe today. Without it our cities and towns would have grown up only 
along the rivers and seacoasts; our inland cities and towns could never have 
existed. If there is to be a continued free movement of traffic, and particularly 
of the lower valued commodities, this value of service structure must be pre- 
served. Its existence is jeopardized by competitive ratemaking. 


?As used by the Commission these include 80 percent of freight operating expenses, 
rents, and taxes (other than income taxes), 4 percent return on value of equipment used 
in freight service, 2 percent return on value of other property used therein, and Federal 
income taxes applicable to such return. 

* Includes remaining 20 percent of freight operating expenses, rents, and taxes (other 
than income taxes), 2 percent return upon value of property used in freight service, 
passenger and less carload operating deficits, and 4 percent return upon value of property 
used in passenger and 1. ¢. 1.- services, and income taxes applicable to return on value of 
property treated as constant. 

*Thus, the rates on a ton of coal average about 56 percent of its value at the mine, 
those on all manufactures only 5 percent. 
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Effect on rates 


The inevitable result of competitive ratemaking will be the assignment of a 
greater and greater part of the constant costs to the raw material traffics, be- 
eause the railroads mistakenly believe these are their captive traffics. This is 
true because the revenue lost by reductions in the rates on manufactured prod- 
ucts must be recouped through higher rates upon raw materials. One of the 
witnesses for the railroads testified that the railroads now have in New York 
a research committee engaged in determining the extent to which rates on manu- 
factures should be reduced if the railroads were free to cut them as they pro- 
pose. We have a very recent illustration of how this will be done if the pro- 
posed bills be enacted into law. Generally in advance rate cases prior to this 
year the pattern has been an across-the-board percentage increase above the 
existing rates, with holddowns (limit in cents per 100 pounds) upon a few com- 
modities which were felt to be unable to bear the additional burden. For 
illustration, in the increase which took effect in August 1957 under ex parte 206, 
the next to the last increase, 60 percent of the increased charges were assessed 
against manufactured products and 40 percent against raw materials. In the 
last increase propoesd by the railroads, scheduled to take effect this month, an 
exactly reversed procedure was followed. Sixy percent of the increase is 
assessed against farm, mine, and forest products and only 40 percent against 
manufactured products. If that policy is to be followed in the new adjustment 
which the rails seek to make, the rates on raw material, in time, instead of 
contributing 50 percent of the revenue, would be increased so as to contribute 
60 percent, an increase in their rates of 20 percent, or over $1 billion. 


Increase inevitable 


But the rail spokesmen will tell you that there will be no need to increase the 
raw material rates because they say that the manufactures traffic which they 
expect to take from the motor carriers will be sufficiently profitable to offset 
the reductions in revenue necessary to capture it. Let us test their arithmetic: 

Manufactures traffic of class I railroads in 1956 produced revenues of $4,563 
million. The out-of-pocket cost (56.92 percent) was $2,597 million ($6.41 per 
ton), which made a contribution to the transportation burden of $1,966 million. 

The manufactures revenue of class I motor carriers in 1956 was $1,293 mil- 
lion. Aggregate manufactures revenue of both modes was $5,856 million. 
Assuming that the motor carrier traffic could be carried by the rails at the same 
out-of-pocket cost per ton as their own, which it could not, the rail cost for 
transporting the aggregate traffic would be $3,470 million.® 

To wrest competitively the rtuck traffic from the motor carriers would require 
a rate reduction of over 20 percent, which would apply upon 75 percent of the 
aggregate traffic, reducing the aggregate revenue to $4,978 mililon, which, less 
the aggregate cost, would leave $1,508 million as the contribution to the trans- 
portation burden. This is a reduction of $458 million in the present contribution 
of manufactures traffic ($1,983 million), which is equal to nearly 65 percent 
of their net income in 1957. 

To recoup this net loss would require an increase in the rates upon raw mate- 
rial of 10 percent of present rail revenue, $4,542 million.° 

The foregoing is an Overall appraisal upon manufactures traffic only. I 
attach hereto a detailed analysis of 1956 rail and motor traffics, commodity by 
commodity, by Mr. John C. McWilliams, a recognized transportation cost ana- 
lyst, which shows the effect of diverting all motor carrier traffic to the railroads. 
He concludes that without a comparable increase in rates upon raw materials, 
the railroads would have had in 1956 with all carload traffic $623 million less 
net railway operating income than they had before they obtained the traffic. This 


5It may be contended that out-of-pocket costs on the added volume of traffic would 
constitute a lesser out-of-pocket cost than that presently applicable to railroad operation. 
The converse is true. The out-of-pocket factors underlying the cost section’s studies 
reflect the lowest limits of variability found in their studies. During periods of substantial 
increases in volume of traffic the cost section found that operating costs (eliminating all 
influence of changes in value of the dollar) tended to increase at a faster rate than did 
volume of traffic. Interstate Commerce Commission, Bureau of Accounts, cost finding and 
valuation statement No. 4-54, Explanation of Rail Cost Finding Procedures and Principles 
Relating to the Use of Costs. 

*The rail revenues are from ICC Transportation Statistics of 1956, pts. 1 and 7: the 
costs from ICC “Distribution of Rail Revenue Contribution, 1955”—statement 5—57. 
Estimate of reduction necessary based upon personal experience. Between 1950 and 1955 
the rate cuts which were effective in diverting any substantial traffic from truck to rail 
were. for illustration, alcoholic liquors 29 percent, 1952; aluminum 29 percent, 1953; 
building materials, 27% percent, 1954: candy, etc., 27% percent, 1957: floor covering, 32 

ercent in 1950, 10 percent more in 1954 (a total of 35 percent); iron and steel manu- 
actures, 15 percent in 1950, 15 percent more in 1954 (a total of 32 percent). 
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is equivalent to an increase of about 14 percent in rail raw material rates. 
Moreover, Mr. McWilliams points out that unless the railroads diverted from 
truck to rail the less than truckload traffic of the latter, the task of diverting 
the truckload traffic would become much more costly and would require much 
deeper cuts than the 20 percent he has estimated. The diversion of the truck 
less than truckload traffic, which is six times the volume of the rail less than 
carload traffic, to rail service would result in a further loss in net rail operating 
income of over $375 million. Below there is shown a graph of the results of 
Mr. McWilliams’ study. 
DESTRUCTION OF COMPETITION 

Recidivism 


For several decades after the coming of the railroads this country relied upon 
the economic force of competition to secure reasonable charges. During this 
period the railroad managements were free of any restriction upon their rate- 
making. It is not necessary to describe the evils to which this freedom of action 
led. Suffice it to say, they were so great that in 1887 the Act to Regulate Com- 
merce was enacted primarily to secure by regulation, rather than competition, 
just, reasonable and nondiscriminatory rates. About 20 years later the act was 
amended to give to the administrative agency the power to fix the rates itself— 
a power not theretofore exercised by any Federal agency. The rail proposal to 
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remove contru! of their ratemakeing and to substitute competition therefor is an 
invitation to return to the conditions before 1908 if not to those prior to 1887. 


Restraint of Commerce 


It is significant that while the railroads seek to be free of governmental re- 
straint upon competitive ratemaking, they desire full freedom to agree with one 
another in fixing rates without the interference of the antitrust laws which apply 
to unregulated business. 


Objective 


The railroads are impatient with the actions of the Commission, made in 
obedience to the congressional mandate that commerce be free of unfair or de- 
structive practices. The Commission seeks only to prevent rate cutting activities 
by any mode of transportation which are designed not to compete upon fair and 
equal terms but to destroy wholly the competition. This congressional mandate 
is the inevitable corollary of the congressional policy to preserve an adequate 
system of transportation by all means by which it can be provided. Such a sys- 
tem is impossible without adequate revenues to preserve and maintain adequate 
service by all modes. No carrier or mode of transportation can operate in a 
vacuum. Unfair or destructive rate competition consists in one carrier need- 
lessly cutting rates, thus impairing its own revenues as well as those of its 
competitors in order to destroy the latter. It is significant that the railroads 
themselves vigorously oppose the amendment suggested by the Secretary of 
Commerce which would make the “three shall-nots” applicable to intramode as 
well as intermode transportation. Several of the rail witnesses who are not 
quite so frank as President Perlman whom I earlier quoted attempt to justify 
this obviously inconsistent position. But their protestations should not deceive 
anyone. 


Power to destroy 


It is now contended that we must abandon our reliance upon service com- 
petition as a promoter of development and progress in transportation, and that 
we should unleash the competitive forces of pricing or ratemaking and remove 
the power of the Interstate Commerce Commission to prevent destructive com- 
petition. The carriers would gain new freedom to attempt to wrest traffic from 
their competitors by means of rate reductions, presumably so long as the resultant 
rates were above directly ascertainable costs, whatever that concept May mean. 
If all carriers and all modes of transportation were of relatively the same 
economic strength and if all carriers had available to them captive or noncom- 
petitive traffic from which they could recover the loss in revenue resulting from 
these competitive rate reductions, the suggested policy would be less disastrous 
to the concept of a sound national transportation system which includes all modes 
of transportation. However, the railroads have relatively much greater economic 
strength than their competitors, the trucks and the water carriers. The rails 
have captive (and profitable) traffics such as coal, ore, and agricultural com- 
modities for which the trucks at least are not competitive, and which the rail- 
roads can rely upon to continue to furnish traffic to support the rail rate war 
against the trucks and the water carriers. If freed from the restraining in- 
fluence of regulation, the rails would be in a position to slash the rates on the 
traffic for which they now compete with the trucks and the water carriers to a 
point where the trucks and the water carriers will be destroyed as effective com- 
petitors. This is what competitive ratemaking really is. It is not free enter- 
prise or “dynamic competition,” but the most ruthless and destructive sort of 
economic warfare. 


Survival 

The motor carrier industry cannot hope to survive in the rate war proposed 
by the railroads. First, they do not have the backlog of captive traffic to which 
losses sustained in cutting rates on competitive traffic may be shifted. This 
traffic presently provides approximately half of the rail revenue and much of 
it is highly remunerative. Bituminous coal, alone, according to an admittedly 
arbitrary formula used by the Interstate Commerce Commission’s section of cost 
finding, in 1955 contributed $220 million above out-of-pocket costs to the trans- 
portation burden. The analysts for the coal shippers say that this contribution 
is much closer to $400 million. Even under the lower estimate it is nearly twice 
the contribution of any other traffic. 

The second reason is that since the out-of-pocket cost of motor carriers much 
more closely approximates the full cost, the excess of rates over out-of-pocket 
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cost is far less in the case of motor carriers (15 percent on the average) than in 
the case of rail carriers where it averages 50 percent. This makes it entirely 
possible, as pointed out by then Chairman Arpaia of the Commission, for the 
railroads to fix a rate far below them motor carriers’ out-of-pocket cost, although 
the motor carriers’ full cost may be and frequently is less*than the railroads’ 
full cost. Thus the low-cost carrier would be destroyed by the high-cost carrier. 
For the same reason, the railroads can reduce rates which cause competing 
motor carriers to operate at a deficit but which produce a margin above their 
own out-of-pocket costs. The result of such rate reductions is a foregone con- 
clusion. The weaker competitcr is eliminated; the survivor is then free to 
seek recoupment for the temporary reduction in operating net by rate increases 
on traffic for which there would no longer be effective competition. 

In addition the motor carrier is much more limited in the scope of its operating 
authority. The motor carrier frequently specializes in the transportation of 
a single commodity or group of articles. It may be limited as to the direction 
of movement. By selecting a particular commodity, or a particular area within 
which to reduce rates, the rail carrier may divert the critical tonnage and 
revenue of a motor carrier to the point of ruin and still not increase its own ton- 
nage or revenue significantly. An excellent illustration is in less-than-truckload 
traffic which provides over 50 percent of motor-carrier revenue. The motor- 
earrier cost of handling this traffic is much less than the rail cost. As a result, 
it is profitable to motor carriers and slightly unprofitable to the rails. However, 
this traffis almost invariably consists of a one-way movement of consumption 
goods from the manufacturing or distributing centers to the areas of consumption, 
which generally produce the heavy goods or raw materials which move in truck- 
loads. If the rails are successful in taking traffic it will be impossible for the 
motor carriers to continue to provide the vital less-than-truckload or merchandise 
service ; they cannot live on a one-way haul. 


Will to destroy 


The slate upon which the rails would write in this proceeding is not a clean 
one. The compeitive struggle between the water carriers and the railroads 
bewen 1890 and 1920 s a clear lesson of history as to what happens when the rail- 
roads set about to destroy a competitor. In a period when the Commission had 
no minimum rate powers the railroads reduced the rates on water competitive 
traffic to a point which forced the water carriers out of business. It was only 
when the Commission was given minimum rate powers in 1920 that water c¢ar- 
rier service was restored. Exactly the same thing is in store for the trucks if 
the rail proposals are adopted. It should be remembered that the water carriers 
had a cost advantage over the railroads and hence the railroads had to go below 
their own out-of-pocket costs in order to stifle water competition. Conversely, 
at the present time motor-carrier competition could be stifled by the railroads 
without going below their out-of-pocket costs (6624 percent of their full cost), 
which is the only restriction contemplated for them in the measure sponsored by 
the rails. 


RESULTING DISCRIMINATION 
Inevitable 


Competitive carrier ratemaking is the complete antithesis of free enterprise 
and real competition. It will in the future, as it has in the past, inevitably result 
in prefernces of places and commodities if not persons. The whole concept and 
history of rate regulation has been to secure equality among traffics, persons, 
places, and commodities. Competitive ratemaking means that the places where 
the rates will be cut will be those where the most desirable traffic may be secured. 


Raw meterials 


As I have heretofore pointed out, from a revenue standpoint, manufactured 
products, and particularly certain of those products such as chemicals, ferrous, 
and nonferrous articles and products, machinery, and vehicles, are highly profit- 
able traffics. Under the rail proposal it is inevitable that shippers with large 
tonnages of these traffics, cities with large industrial production and heavy in- 
bound or outbound tonnage, and heavy moving manufactures would be the 
recipients of rate concessions from the traffic-hungry railroads, just as the Stand- 


ard Oil and others were the recipients prior to effective Government regulation 
in 1887. 
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Small business 

Solicitation of traffic on the basis of rate concessions is no different today than 
it was 1887, and the beneficiaries of this competitive ratemaking will be the large 
shippers, large communities and heavy-moving manufactures, now as then. Its 
victims will be the small shippers, the unimportant localities and those commodi- 
ties which do not excite the avarice of traffic managers. Thus, the so-called free 
enterprise and dynamic competition will inevitably result in the preference of the 
large over the small and the destruction of equality of opportunity—the very 
basis of any free enterprise system. Only if the Commission is permitted to 
continue to function as the arbiter of rate competition can truly dynamic com- 
petition be maintained. 
Conditions not dissimilar 

While it is true that a large part of the Interstate Commerce Act was developed 
in a period when the railroads had become, by elimination of their water com- 
petitors, the sole means of public surface transportation, there nevertheless was 
intensive competitive rivalry among the railroads themselves. The need for 
regulation of the rates of competing railroads was largely due to the requirement 
of equality. This need was increased, not lessened, by the advent of competing 
modes of transportation within the last 30 years which brought into the struggle 
many thousands of additional competitors. If the railroads were the only mode 
of transportation the need for regulation of their rate competition would still 
exist as recognized by President Perlman. If the railroads did not exist, there 
would still be need for regulation of rate competition of the motor carriers among 
themselves. Unregulated rate competition can be relied upon to prevent extor- 
tionate rates. The price which would be paid would be the destruction of neces- 
sary transportation service as well as the equality of charges among persons, 
places, and articles of commerce. 

REMEDY 

Motor carrier position 

The motor carriers are intense competitors of the railroads but we are not 
mad at them. We realize their difficulties and sympathize with them. We know 
that as any part of the Nation’s carriers are in trouble, dangers to the stability 
of the national transportation system arise. As other and more competent wit- 
nesses will tell you, there are some of the proposals which the rails have laid 
before you which we heartily endorse. But over any beyond this outside succor, 
we believe that there are other things which they themselves can do which in the 
end will make them the highly profitable carriers which we would like them 
to be. I shall mention a few of the things, but first let us examine the present 
condition of the railroads. 


Freight operations 

During the year just past, 1957, the railroads’ pretax net railway operating 
income from freight operations was over $2 billion. After the payment of 
all fixed charges and the deduction of income taxes in an amount over 3 times 
as great as they actually paid, that income would have been sufficient to have 
produced a return of over 5 percent upon the net worth of the class I railroads 
and to have paid dividends of $11 for each $100 of investment in capital stock 
and over $13 per share upon average aggregate market value—a price-earnings 
ratio of just over 6. It should be perfectly obvious that if they can eliminate 
the passenger deficit they will be on the road to prosperity. 


Passenger operations 

Between 1947 and December 31, 1956, according to the figures introduced by 
Mr. Loomis, the class I railroads have lost in passenger service $5%4 billion, 
and by January 1 of this year this amount had risen to $6% billion. During 
the same period their net income was slightly over $8 billion—that is, that over 
the 11 years, the deficit was equal to 80 percent of the net income and in the 
year 1957 the deficit equaled, if it did not exceed, the net income. I can con- 
ceive of no reason for the until quite recently apathetic indifference to this 
drain unless it was because the Commission, year after year, allowed their re- 
quests for increased freight rates, which, if they had been realized, would have 
covered the deficit. They never have been and they never will be realized in 
an amount sufficient to cover this deficit. 
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Obsolete service 


The railroads in the passenger deficit investigation now pending before the 

Commission introduced a cost study which analyzed the deficit by classes of 

services, the results of which are shown above. The truth is that just 

as the railroad made obsolete the stagecoach so the private automobile 

and airplane have made the passenger train service largely obsolete. Certainly | 

this is true of the luxury service which account for over half of the deficits. If 
: 












the airplane and the intercity bus can do without sleeping accommodations and 
elaborate dining service, aping if not excelling those of the most luxurious big 
city hotels, so can the railroads. Our fathers, and myself during my salad 
days, could and did sit up all night and carry our lunch or ate at the old Harvey 
Houses of nostalgic memory. Baggage service is a relic of the good old days 
when a trip meant a stay of several weeks or months, and baggage cars were 
full of the trunks and sample cases of the drummers who then rode, but no longer 
ride, the trains. The coach deficit is relatively modest—it could be cured over- 
night by an increase of one-half cent per mile in the passenger fare, which would 
still be less than it was 40 years ago, after World War I. 


PASSENGER DEFICIT BY SERVICES, 1956 
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Express service is an anachronism—with air parcel post, bus, truck, and 
forwarder service it can be eliminated tomorrow without any diminishing of 
public service. We most heartily endorse and applaud those railroad executives 
who now seem to be awakened to the need for drastic action. May their tribe 
increase. 


Unsound ratemaking 


Since the end of World War II the railroads have sought and obtained 
the right to file horizontal increases in freight rates which, if the railroads 
had been able to realize them, the Commission’s Bureau of Transport Statistics 
estimates would have produced an overall cumulative average increase of about 
106 percent as of January 1, 1958. The actual overall average revenue per 
ton in 1956 was $3.31, an increase of only 36 percent above the average in 1947, 
$2.44. Similarly the average revenue per ton-mile in 1956 was 1.384 cents, 
an increase of only 29 percent above the similar average in 1947. This simply 
means that the railroads have been able to realize slightly over one-third of 
the authorized increases. The other two-thirds was dissipated in rate reduc- 
tions upon particular traffics. Since the authorized increases were applied 
uniformly to large categories of traffic and the reductions to particular com- 
modities and frequently to particular movements, it should be kept in mind 
that many of the traffics are still bearing a much greater part of the authorized 
increases. The net result is that the railroads sought, and the Commission 
granted, increases far in excess of what the traffic will bear. 


Resulting diversion 

As a result, the increases during this period have resulted in diverting from 
the railroads over a billion dollars in revenue, when 1956 is compared with 
1947. Since the raw materials suffered relatively much higher increases than 
those upon manufacturers, it was to be expected that the greatest diversions would 
be in this former traffic. This is exactly what happened. Out of $1,150 million 
of diverted revenue, $936 million were in raw materials, of which farm products 
were nearly one-half. Only $214 million in manufactures revenues was di- 
verted, upon which the net or realized increase was lower—relatively much 
lower—than upon raw materials. 


Ruthlessness has failed 

These huge horizontal increases have been frittered away by drastic reduc- 
tions in the case of selected commodities. Over the past 25 years the railroads 
have consistently followed the ratemaking policy of attempting to destroy their 
motor carrier competitors by publishing rates below the cost of the latter. In 
this attempt they have not only failed, since the motor carriers have grown ever 
stronger, but they have weakened themselves by the noncompensatory rates 
which they have published. 


Private transportation 


In this connection it should be said that private carriage presents a serious 
problem to the rail, but one which is no greater, if as great, as it is to motor 
earriers. Private carriage, in my opinion, is uneconomically promoted by the 
tax structure, the exempt commodities clause, and to a lesser degree by ill- 
advised ratemaking by motor carriers as well as railroads. If motor carriers 
ean live with private transportation and prosper so can the rail carriers. 

The experience of the past 10 years should demonstrate to both types of 
earriers that the shipper’s ability to substitute nonrail commodities for rail 
borne, as in the case of petroleum and gas for coal, and to provide his own 
transportation by motor vehicle, establishes definite ceilings upon the rates. 
The idea that a greater and greater portion of the transportation burden can 
be shifted to raw materials has been proven to be false. The increase in rates 
of 36 percent on that traffic has been accompanied by a decline in tonnage 
equivalent to a reduction in revenue of over 26 percent. 

A restoration of sane noncompetitive ratemaking by all carriers, rail and 
motor, should go far toward restoring the financial stability of both. 


Carrier competition 

The basic transportation policy has up to now been directed toward encour- 
agement of service competition, not price competition, and this service competi- 
tion, not competitive ratemaking, encourages technological innovations, the 
development of new service techniques, the increase of operating and managerial 
efficiency, full use of facilities and equipment, and high standards of service, 
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economy, and efficiency for the benefit of the transportation user. If the selec- 
tion of a carrier is determined by price alone, there is no incentive to compete 
in terms of service. On the other hand, if a rate adjustment is maintained 
which places rates on parity as between different carriers and with any inherent 
service disadvantage offset, the transportation user then has the opportunity 
to select between the carriers on the basis of service rendered, and service 
competition becomes a reality. With charges in equipoise, the carriers are 
encouraged to make technological innovations and to bring about operating 
efficiency as a means of attracting traffic to their particular mode. 


Improved service 


Railroads do not labor under any service disadvantage not of their own 
choosing. They have lost traffic to the motor carriers for one reason—service. 
The trucks know, if the rails do not, that there is now nothing which prevents 
the railroads from competing with them in service by improving their transit 
time, their loading and unloading, pickup and delivery, ete. Improved rail 
service equaling that of the trucks lies within the power, if not within the dis- 
position, of the railroad managements. 

The railroads have tremendous inherent advantages, including their own 
roadbeds and their economy in mass transportation. Their competition for traffic 
is not being hampered by rate regulation, but by convention and adherence to 
obsolete facilities and service. Once they will admit that the trucks are legiti- 
mate carriers and treat them as such, the services of the two modes will coalesce 
into a much better service. 


Coordination 


The full potential of the national transportation system envisaged by the 
transportation policy cannot be achieved until carriers of every mode use their 
facilities and provide service as though there were a single transportation 
system. No carrier or group of carriers has a vested right to any traffic. To 
properly discharge its public duties, transport must point its service to meet 
every demand of commerce, and must adjust its prices to encourage the largest 
possible movement of goods profitably. A carrier owes a much greater duty 
than merely to operate the facilities which it has devoted to public use. It 
must be prepared to employ those facilities, even to the extent of subordi- 
nating a temporary private advantage, to the long-range public good. The 
carrier owes the obligation to employ every possible means to make its operation 
economical as well as efficient and serviceable, and this duty connotes utilization 
by it of more efficient facilities of others or the use by others of its facilities 
under like conditions. 

This would require real cooperation as well as coordination of facilities. Pre- 
requisite is a system of joint through rates between rail and motor carriers 
which the latter have offered and the former rejected for many years. 

A referee is necessary 

The Nation needs all modes of transportation and the public interest requires 
that all be stable and financially sound. Avarice or ruthless pursuit of short-run 
advantage has no place in the scheme of things where such vital national interests 
are at stake. No carriers, be they carriers by rail, motor, or water, nor shippers, 
big or little, are sufficiently disinterested to act objectively where such public 
interests are at stake. A public arbiter who can consider the public interest in 
transportation rate matters and not the narrow and Selfish interest of particular 
carriers and shippers should act where these vital national interests are involved. 
Over the years the Interstate Commerce Commission has proved itself an effective 
instrument in curbing carrier and shipper selfishness and in insuring the preserva- 
tion of conditions under which all modes of transportation may compete 
on fair and even terms for the patronage of the shipper. The abandonment of 
these tested policies can mean only the destruction of a sound and well-rounded 
national transportation system. 


STATEMENT OF JOHN C. MCWILLIAMS 


My name is John C. McWilliams. I ama resident of Washington, D. C., and for 
the past 11% years have been engaged in private practice as a transportation 
statistician and cost analyst of all forms of surface transportation, with an office 
located in the Warner Building, at 13th and E Streets. Prior to that time I was 
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employed for 6% years in the Bureau of Transport Economics and Statistics of 
the Interstate Commerce Commission, with particular emphasis on the subject 
of transportation cost analysis. For 3 years after leaving the Interstate Com- 
merce Commission I was employed by the American Trucking Associations, Inc., 
initially as director of research and later as chief economist. 

At the request of the American Trucking Associations, Inc., I have made a study 
of the distribution of vehicle load freight as between the class I railroads in the 
United States and the class I motor carriers, required to report freight commodity 
statistics to the Interstate Commerce Commission, for the purpose of determining 
the effect upon gross and net carload freight revenue of diverting to the railroads 
the motor carrier truckload traffic. My study was based primarily upon the com- 
modity statistics of the carriers for the year 1956. I also used certain other 
published statistics of rail and motor carrier operations, to which I will herein 
refer. 

The class I railroads, for many years, have been required to furnish detailed 
freight commodity statistics to the Interstate Commerce Commission. The car- 
load freight of the rail carriers is subdivided into 264 groups of commodities. For 
each of these the rail carriers are required to report cars and tons originated and 
terminated, originated and delivered to connecting carriers, received from con- 
necting carriers, and terminated and received from and delivered to connecting 
carriers, as well as the gross freight revenue for each commodity class. The 
latest available annual data in this series are for the year 1956 and appear as 
statement 57100 of the Bureau of Transport Economics and Statistics. 

Beginning with data for the year 1956, class I motor carriers having annual 
gross revenues of a million dollars or more were required to furnish the same 
information. The first release of a summarization of these motor carrier data 
appeared as statement No. 5718 of the Bureau of Transport Economics and Statis- 
tics of the Interstate Commerce Commission. 

My first investigation was to determine to what extent the motor carriers 
who are included in the motor carrier freight commodity statistics are repre- 
sentative of truckload traffic which is competitive with carload traffic. Class 
I motor carriers as of the year 1956 were those with gross annual revenues of 
over $200,000. Such carriers, according to the Bureau of Transport Economics 
and Statistics of the Interstate Commerce Commission, accounted for about 82 
percent of the total intercity revenue by all kinds and classes of motor carriers. 
The smaller carriers, accounting for the remaining 18 percent, are engaged 
primarily in short-haul operations in a limited area, handling traffic which is 
not competitive with the railroads. 

About 12 percent of the revenues of intercity carriers are accounted for by 
the carriers with revenues between $200,000 and $1 million. These carriers 
also engage to a considerable extent in relatively short-haul operations; the 
average haul of such carriers in the year 1956 was 123 miles. 

The remaining 70 percent of intercity motor carrier revenues are accounted 
for by the million dollar carriers. Even in this category are to be found car- 
riers whose basic operations should not be regarded as competitive with rail 
transportation; for example, contract carriers providing specialized services to 
chain groceries and the like. It would seem, therefore, that this new release 
of the Bureau of Transport Economics and Statistics, for the first time, mea- 
sures the volume of shipments, tonnage, and revenue handled by motor carriers 
which might be subject to rail competition. 


Ton-miles and vehicle-miles by commodities 


A proper evaluation of the comparative transportation characteristics of the 
rail and motor carrier vehicle-load traffic requires some measurement by com- 
modity groups of the distances involved in the movement of the traffics. For 
several years the Bureau of Transport Economics and Statistics of the Inter- 
state Commerce Commission has conducted a continuing analysis of railroad 
carload waybills. One of the Bureau’s releases (statement TD-1) gives the 
short-line rail haul per ton and per car for the United States as a whole for 
each commodity class. I applied such average haul to the tons and ears orig- 
inated for each individual commodity class for the railroad traffic. These car- 
miles and ton-miles, together with the count of cars, tons, and gross freight reve- 
nue, were summarized into 31 homogenous groups and are shown in exhibit III. 

Similar data as to length of haul are not available for the motor carrier 
traffic, and the computation of ton-miles and vehicle-miles necessarily was made 
in two steps. For each commodity class the ratio of the motor carrier revenue 
per ton originated to the rail revenue per ton originated was computed. This 
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ratio was then applied to the rail short-line haul per ton and per car for that 
commodity. Using these adjusted lengths of haul, tentative ton-miles and 
vehicle-miles were computed for each motor carrier commodity class. 

Motor carrier ton-miles and vehicle-miles thus computed contain an inherent 
overstatement arising from the existence of a terminal element in the rate (and 
the revenue) and differences in the rate levels applicable to different sizes of 
shipment, rail versus motor carrier. To eliminate this overstatement, the ton- 
miles and car-miles were adjusted back to the average length of haul shown 
in the motor carriers’ annual reports. 

This adjustment was done separately for three groups of carriers. The spe- 
cific annual experience of the petroleum carriers was used to adjust the com- 
modity classes principally concerned with the movement of goods in tank trucks. 
Similarly, the ton-miles and vehicle-miles for the motor vehicle commodity 
classes were adjusted to the actual 1956 experience of the automobile carriers. 
The ton-miles and vehicle-miles for the remaining commodity groups were ad- 
justed on the basis of experience of the remaining million dollar class I motor 
carriers. 

This adjustment of the motor carrier ton-miles and vehicle-miles down to the 
actual experience of the carriers was necessary to prevent an overstatement 
in the development of the rail cost of handling such traffic if diverted from 
motor carriers. 

The computation of the vehicle-miles was based, for each commodity class, 
on the motor carriers’ actual average-sized truckload. Vehicle-miles thus com- 
puted offers the best measurement of the loaded car-miles which would be 
required to be operated by the railroads if they diverted such traffic. This 
follows, since a large part of the railroads’ program of rate reductions in the 
past 10 years has been based on a minimum weight far in excess of the ca- 
pacity of 1 motor vehicle. Thus, to a substantial extent, the traffic which has 
remained with the motor carrier represents traffic whose commercial unit of 
sale is measured by the average-sized shipment per motor vehicle. 

However, I have developed the effect, commodity class by commodity class, 
of indulging in the assumption that the railroads could convert the motor car- 
rier traffic to their average load for each commodity class. This was done by 
dividing the motor carrier tons in each commodity class by the rail tons per 
car originated for that class. 

The summarization of these motor carrier statistics is contained in exhibit III. 
In addition, in exhibit II are shown certain computations intended to reflect 
differences in transportation characteristics of the traffics as well as the partici- 
pation in the traffic of the two forms of transportation. 

This exhibit II, computed from the data in exhibit III, is in the main self- 
explanatory. I would like to call attention, however, to certain of the figures to 
demonstrate an inherent fallacy in the contention made by the railroads in 
hearings upon similar bills before the House Committee on Interstate Commerce 
last year. The motor carrier average weight per shipment for the manufactures 
and miscellaneous category was 14.08 tons in 1956. (See exhibit II, col. 12.) 
The contention of the railroads in this earlier hearing was that they could 
convert such traffi: to their average load of manufactures and miscellaneous 
taken as a whole, i. e., the figure of 31.40 tons shown in column 11. This failed 
to take into consideration that the latter figure reflected the rail distribution of 
tonnage and was not weighted in proportion to the motor carrier consist of ton- 
nage, which as can be seen from columns 3, 4, 5, and 6 of exhibit II was 
considerably different. In column 13, the loading which would be realized by the 
railroads on the motor carrier traffic in the manufactures and miscellaneous 
category, if they were able to convert each commodity class to their loading, 
would be only 24.51 tons—substantially below the 31.40 rail-weighted average for 
manufactures and miscellaneous. Similar conclusions are to be drawn from the 
showing of ton-miles or vehicle-miles in columns 14, 15, and 16, which reflect the 
influence of distance on the weighted average loads. 


Effect of diversion on railroads’ gross and net revenues 


In exhibit I, I have developed the effect on railroad gross and net operating 
income before Federal income taxes if they were able to divert all of the motor 
carrier volume tonnage shown in statement No. 5718. The data in columns 3 and 
4 are taken from exhibit II and are merely a summarization of the actual reve- 
nues. In column 5 is shown the gross revenue which would be derived by the 
railroads, based on 1956 experience, from the traffic which they actually handled, 
plus the traffic diverted from the motor carriers, less the reduction in rates and 
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revenue necessary to accomplish such diversion. The data in columns 8 and 4 
of exhibit III show that the chief competitive traffic as between rail and motor 
carrier is to be found in certain segments of the manufactures and miscellaneous, 
i. e., industrial material sand supplies, industrial chemical and allied products, 
metal and metal products, industrial implements, machines and parts, textiles, 
leather goods and play equipment, food, drinks, tobacco, cleansers, and matches. 

Hence, for categories other than those which I have just mentioned, the reduc- 
tion in revenue was based on a 20 percent reduction in the motor carrier rate 
level, and a reduction in the rail revenue for the same category of an equal 
amount. This recognizes that the overwhelming preponderance of the rail 
traffic in these categories is not competitive with motor carriers and in effect 
assumes about a 50-50 distribution of competitive traffic between the motor 
earriers and rails in that category. This assumption undoubtedly understates 
the amount of rail competitive traffic, and therefore the reduction in gross reve- 
nue and net income effected by the rate reduction. This is particularly true of 
the manufactures and miscellaneous items included in the “all other” category 
on the last line of the exhibit. 

In the case of the specific manufactured commodity groups which I mentioned, 
the whole body of the traffic is in the area of competition. Hence, I have applied 
the 20 percent reduction factor against both the railroad and the motor carrier 
revenue in these categories. As to the use of 20 percent as a measure of the 
reduction which the railroads would have to make to- divert motor carrier traffic, 
I would like to point out certain factors affecting the traffic. I made an applica- 
tion of out-of-pocket motor carrier costs to the motor carrier traffic here involved 
which indicates a contribution above out-of-pocket costs of about 15 percent. To 
reduce the competitive rates to the level of the motor carrier out-of-pocket costs 
would require in itself a reduction of about 14 percent. In addition, the rail- 
roads would have to have further cuts in the rates or increases in their costs of 
handling the traffic in order to provide the competitive service necessary to divert 
the motor carrier traffic. 

I have participated in the past 10 years in a large number of cases involving 
reductions by the railroads in rates intended to divert motor carrier traffic. 
Based on my intimate familiarity of the history of this rate-cutting program in 
the last 10 years, I feel that at least a 20 percent reduction would be required in 
the rates, plus an increase in the costs of providing the service above present 
rail service standards. 
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Column 6 show shows the extent of increase in gross revenues of the railroads 
which would result from this hypothetical diversion of motor carrier traffic. In 
some of the highly competitive categories without considering at all the cost of 
handling the added traffic, the railroads would have a lesser amount of gross 
revenue for a greater amount of tonnage. (See groups B—52, B—53, and B-—58.) 

The question remains whether the overall increase in revenues of $366,- 
791,000 would exceed the added cost of handling the diverted traffic. As is 
shown in exhibit I, out-of-pocket costs which reflect the maintenance of the 
present motor-carrier-size shipments would result in a net reduction of the 
railroads’ net operating income before income taxes of $623,201,000. Even if 
it were assumed; contrary to the characteristics of the traffics that it could be 
converted to rail-loading characteristics, there still would be a reduction in the 
net railroad operating income before Federal income taxes of $240,729,000.. The 
costs supplied in columns 7 and 8 of exhibit I are United States average costs 
derived from the workpapers underlying statement 1-57 of the Bureau of 
Accounts, Cost Finding and Valuation, of the Interstate Commerce Commission. 
The cost levels reflect 1955 volume of traffic, and weight and price levels as of 
January 1, 1957. They do not include anything for out-of-pocket capital costs. 
The basic application of these costs follows that used by the cost section in appli- 
cation of costs to the waybill sample in its so-called burden studies. 

Disposition of the less-than-truckload traffic 

The above analysis has dealt with the vehicle load traffic of the two forms of 
transportation. In the hearing previously referred to before the House com- 
mittee, the position of the railroads was that they would not attempt to divert 
less-than-vehicle-load traffic from the motor carriers by cutting rates. This 
ignores the fact that the motor common carriers of geenral freight with 
gross annual revenues of $1 million or more derived in 1956 from less-vehicle- 
load traffic nearly $1,600 million compared with rail less carload revenue of 
$272 million. If the railroads are not to divert this traffic, their task of diverting 
the truckload traffic becomes that much more costly. The provision of trans- 
portation services for this less-than-truckload traffic by the motor carriers neces- 
sarily will create large reservoirs of return space which would permit them to 
meet economically substantially more severe cuts than the 20 percent to which 
I have testified. In a life and death struggle, there is little doubt but that 
they would do so. 

The alternative is for the railroads to seek this traffic by a rate-cutting 
policy. My tentative figures show that the railroads, if they could divert this 
less-than-truckload traffic by as little as a 20 percent reduction in the motor 
earrier rate structure, would incur increased costs of nearly $400 million above 
the increased revenue volume. 
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830 PROBLEMS OF THE RAILROADS 


The Cuatrman. Are there any questions? 

Senator Scuorprex. I have no further questions. 

The CuatrMan. Senator Yarborough? 

Senator Yarsoroueu. Mr. Turney, the railroads have asked for 
authority to consolidate many lines. Years ago that authority would 
7 have been denied en on the ground that they were com- 
peting lines and it would lessen competition where their lines were 
parallel or nearly parallel or not too widely separated. What opinion 
do you have about their request to consolidate existing systems? 

Mr. Tourney. I trust that question is general and doesn’t go to any 
particular consolidation. 

Senator Yarsoroucu. We are not talking about any particular line, 
just general authority. 

Mr. Turney. My judgment is and has been for 25 years that that 
is a step which should be taken. 

Senator YarsoroucH. I have no further questions. 

The Cuatrman. And would you still leave the granting of that 
step to the ICC? 

Mr. Turney. Oh, yes. 

The Cuarrman. In other words, they would have to justify it before 
the ICC? 

Mr. Turney. That is correct. 

The Cuarmman. Senator Lausche, do you have any questions? 

Senator Lauscue. Yes. Turning to page 9, Mr. Turney, you made 
the following statement : 

Unfair or destructive rate competition consists in one carrier needlessly cut- 
ting rates, thus impairing its own revenues as well as those of its competitors 
in order to destroy the latter. It is significant that the railroads themselves 
vigorously oppose the amendment suggested by the Secretary of Commerce 
which would make the “three shall nots” applicable to intramode as well as 
intermode transportation. 

My question is, Do you subscribe to the proposal of the Secretary 
of Commerce which would make the “three shall nots” applicable to 
intramode as well as to intermodes of transportation ? 

Mr. Turney. I am opposed irrevocably to the three shall nots ap- 
plying to any mode, intermode or intramode. But if it is authorized 
to apply intermode, then I think that it should be made to apply 
intramode so we could wipe it out a little quicker. 

Senator Lauscne. You then disagree with the Secretary of Com- 
merce in the recommendation that he has made? 

Mr. Turney. Oh, decidedly. 

Senator Lauscue. But if there is something to be done, the “three 
shall nots” should be made applicable to all modes of transportation, 
inter- and intra-wide? Is that correct ? 

Mr. Turney. If they are made applicable to any, which I don’t 
believe they should be. 

Senator Lauscue. I understand. Now then, what is your position 
with regard to the proposal of the railroads that they be given the 
right to engage in air and water and truck transportation if they de- 
cide that at some place they ought to have that right? 

Mr. Turney. Senator Lausche and Mr. Chairman, I think that I 
want to now speak entirely for myself. I don’t want to dodge the 
question. I would like to, because my view may not be the views of 
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my clients. And I want it distinctly understood that what I say 
here is only my personal opinion. 

My feeling is that in time coordination will lead to integration, 
but not the kind of integration the railroads propose. I think that 
you have got enough facilities now, rail and highway, that you don’t 
help anything by permitting the railroads to duplicate the present 
motor carrier system. 

I want to give an illustration that probably shows more how I 
feel and how I felt than all the words I could give you. In 1929, as 
vice president of a railroad—the Cottonbelt—I was responsible for 
the installation of a truck line, all of whose stock was owned by the 
railroad, covering its entire length and serving all points which it 
served. I wrote in the bylaws, as I recall—if it wasn’t in the bylaws 
it was distinctly understood with the president and the board—that 
one of the rules of that transportation company was that no man 
could be an officer of that company who had been an employee of the 
railroad within 5 years. I am still of the same opinion. 

Senator Lauscne. You say you don’t feel that the railroads ought 
to be permitted to duplicate services which are now adequate. Isn’t 
it a fact that if the railroads were given the authority to diversify 
their services it could only be done upon a proper showing to the 
Interstate Commerce Commission that there would not be dupli- 
cation ? 

Mr. Turney. Senator, they can get that now on a proper showing. 

Senator Lauscur. They can get it merely as incidental and sup- 
plemental to their own carriage. 

Mr. Turney. Not according to the recent decisions, Senator. 

Senator Lauscue. Then let’s assume that there was a bill pre- 
_ which would clearly demonstrate that the authority would not 

given to them except in those instances where the services were 
needed. Would you oppose or support the bill ? 

Mr. Turney. That is the present law. They must establish public 
convenience and necessity. If you will pardon me just a minute. 
But the Commission has construed, from 1937 on, and I think incor- 
rectly but nevertheless it is the law of the land, that the mere fact that 
they have the traffic is a sufficient showing of public convenience and 
necessity to permit them to handle traffic between their own points 
which have moved by rail or which moves beyond rail. 

Senator Lauscue. There is then a definite cleavage between your 
interpretation of what the law now holds from that which was testi- 
fied to last week, and I will not pursue the question further. 

May I ask you this question: The Director of the Bureau of the 
Budget recommended that there be a study made of all modes of 
transportation to insure that there would be recouped subsidies, and 
that all modes of transportation would be placed on an equal basis. 
Are you familiar with that bulletin that was issued by the Director of 
the Bureau of the Budget ? 

Mr. Turney. When was that issued, Senator ? 

Senator Lauscne. Several months ago, I think. 

Mr. Turney. If it was within the last year, I am not familiar with it. 

Senator Lauscue, The bulletin was discussed rather broadly during 
the hearings about 3 weeks ago. The bulletin was to the effect that 
studies were being made by the various departments of Government 
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having contact with the problem, to ascertain in what amounts the 
different modes of transportation were being subsidized. Does that 
refresh your memory ? 

Mr. Turney. It doesn’t, but I would not oppose such a bill. Again 
I am speaking for myself because I didn’t know there was such a bill 
and I have certainly not discussed it with my clients. 

Senator Lauscne. It is not a bill. It is a bulletin issued by the 
Director of the Bureau of the Budget. You would support a proposal 
of that type so that it could be resolved as to the true situation in 
regard to subsidies ? 

Mr. Turney. I do not believe in subsidies to anyone, Senator. 

Senator Lauscuer. Neither do I. I think that answers the question. 

Senator SmarueErs. I have no questions, Mr. Chairman. 

The Cuairman. The Senator from Kansas? 

Senator Scuorrret. No further questions. 

The Cuatrman. Thank you, Mr. Turney. 

Mr. Walter Carey is next. Mr. Carey is president of the Automobile 
Carriers, Inc., of Birmingham, Mich. We will be glad to hear from 
you. 

Senator SmaTuers (presiding). Mr. Carey, we will make your state- 
ment in full a part of the record. If you care to brief it, it will be 
appreciated by the committee. 


STATEMENT OF WALTER F. CAREY, PRESIDENT, AUTOMOBILE 
CARRIERS, INC., FLINT, MICH. 


Mr. Cargy. My name is Walter F. Carey, and I live at 6125 Middle- 
belt Road, Birmingham, Mich. I am appearing for the American 
Trucking Associations, Inc., and for the National Automobile Trans- 
porters Association, a conference of ATA. 

I am a truck operator and, like hundreds of my colleagues, I started 
in the business as a young man and have devoted my entire life to it. 

At the outset, I want to make it clear that it has been my privilege 
to become personally acquainted with many railroad people and I 
am happy to count a number of them among my friends. As a com- 

etitor, I am familiar with their operations and their problems, which 
have discussed with them both personally and in group meetings. 

I recognize that they have problems, and I can sympathize with 
them in some instances because I have the same problems. As other 
witnesses have pointed out, we are entirely agreeable to some of the 
proposals they have made. 

However, I want to direct my remarks to their proposals to drasti- 
cally alter the Interstate Commerce Commission’s rate authority. I 
am convinced this would be a serious mistake which in the long run 
would be not only harmful to the entire country, but also to the rail- 
roads themselves. 

Most of us in the trucking business started back in the late twenties 
and early thirties. 

In 1935, after a great deal of urging by the railroads, Congress en- 
acted the Motor Carrier Act placing us under the regulation of the 
Interstate Commerce Commission. The regulation applied to us was 
every bit as complete as railroad regulation. In fact, the ICC, in one 
of its annual reports stated flatly that, if anything, regulation of for- 
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hire motor carriers was more comprehensive than railroad regulation. 

So when the railroads speak of unregulated competition, they cer- 
tainly cannot be talking about the for-hire trucking industry. 

Among other things, the act of 1935 had the effect of freezing truck 
operators as to the commodities they were hauling and the territories 
in which they could operate, even in some instances in the type of 
equipment which they might operate. Under a so-called grandfather 
clause, we were entitled to continue the operations we had been con- 
ducting on the effective date. We were granted certificates or permits 
authorizing continuance of only those operations which we had been 
carrying on in the past, and we had to establish our grandfather rights 
with documentary proof at exhaustive public hearings. 

Applications for additional or new authority with respect to either 
commodities or territory were and still are valued to proof of public 
convenience and necessity. 

Thus, I started as a transporter of new automobiles and I am still 
engaged exclusively in that business. The railroads, on the other hand, 
are free to haul anything and everything throughout vast territories. 

They are asking you at these hearings to keep the tight limits on the 
commodities and territories of their competitors, and to free them to 
make selective rate reductions and pick us off like sitting ducks. They 
are asking you to hold our arms behind us while they annihilate us. 

Perhaps that sounds like strong language, but I think I can demon- 
strate my point and show you precisely what they could and would do. 
hatomebite transporters like myself provide an uncomplicated and 
easily understood example of what is in store for this country’s trans- 
portation system if the present sound rate regulations are relaxed at 
all. 

We transport one commodity within carefully defined territorial 
limits. In effect, by law and not by choice, our eggs are in one basket. 

It is perfectly obvious that a transportation agency which is re- 
stricted to movement of a single commodity must stand or fall with 
that commodity. It must realize from its operations its full cost plus 
a reasonable profit. 

Despite this handicap, the automobile transporters have survived 
under the existing law and are rendering an important service. This 
type of transportation has developed and survived because it has 
rendered to the shippers a fast economical, specialized, personalized 
and complete door-to-door service. 

While we must rely entirely upon one commodity for survival, the 
railroads haul everything, including many commodities with respect 
to which they have a virtual monopoly. With this broad operating 
base and the financial power that is behind them, it would be a simple 
matter for them to establish rates on automobiles which would be 
unprofitable to them, and which truck operators could not meet and 
stay in business. 

Assuming that such depressed railroad rates took away the business 
of truck operators, the latter would be out of business almost over- 
night. Having destroyed truck competition, the rails then could 
increase the rates to profitable levels and enjoy a monopoly. 

Assuming the truck operators met the depressed rates in a desperate 
effort to hang on and thus retained the traffic, they could survive only 
a very short time and the end result would be the same. 
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For the Congress to deliberately foster this kind of dog-eat-dog 
warfare in a public utility industry as vital as transportation seems 
unthinkable. 

The railroads speak wistfully about the freedom of competition en- 
joyed at other levels of the economy. It should be carefully noted that. 
they do not advocate complete deregulation that would put transporta- 
tion in the same category of other business. They want to keep the 
controls which restrict their competitors and relax only those con- 
trols which stand in the way of complete destruction of competitors. 
Moreover, they still want to keep the rate controls when it comes to 
competition between themselves. A more one-sided and unfair propo- 
sition would be difficult to imagine. 

Senator Lauscue. I want to put to you the same question that I just 
put to Mr. Turney. 

Do you give support to the recommendation made by the Director 
of the Bureau of the Budget that the regulation or statute be adopted, 
providing it applies to intra as well as to intermode competition ? 

Mr. Carry. I believe exactly as Mr. Turney does, that the proposed 
statute should not be adopted under any conditions. If it were to be, 
of course it should be applied intramode as well as intermode. 

They also seem to overlook the fact that other business is subject to 
the antirust laws. The so-called Reed-Bulwinkle Act of 1948 exemp- 
ted from the antitrust laws collective ratemaking by regulated trans- 
portation agencies. Congress felt free to enact this legislation because 
the power to regulate transportation rates in the public interest and 
to prevent abuses still would be vested in the Interstate Commerce 
Commission. 

Now the railroads are asking that the ICC be stripped of its powers 
relating to rates; they are advocating destruction of ICC powers 
which were the prim «y justification for approval of the Reed-Bul- 
winkle Act. 

Although the railroads are making an appealing plea for more com- 
petition in transportation, there is plenty of competition now and 
their rate proposals actually would lead to destruction of their com- 
petitors and elimination of competition in transportation. 

The record since 1931 of the movement of automobiles shows clearly 
that a high degree of competition has prevailed. 

In 1931, the rating on automobiles was 110 percent of first class. 

Lively competition caused repeated reductions in automobile rates 
and 75 percent of first class was established as a maximum by the 
ICC in 1945. This was done in docket No. 28190, which was a gen- 
eral ICC investigation of the movement of new automobiles in inter- 
state commerce. Today, many automobile rates are substantially be- 
low the maximum established by the ICC and often are only 50 per- 
cent of first class, 

In its decision in docket 28190, the Commission warned that many 
rates on automobiles were at dangerously low levels, and stated: 

There should be no further reductions in rates on automobiles that are al- 
ready down close to a noncompensatory level, and increased costs of operation 
should stimulate the carriers collectively to eliminate the depressed areas in 
their rate structure. 

In such an endeavor they should have the cooperation of the shippers to 


whose interest it is that the transportation agencies of the country be main- 
tained in a healthy condition. If the resumption of automobile production 
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brings on a renewal of unjustified rate cutting among the carriers, action on 
our part with respect thereto will become necessary. 


I might say this statement was issued just before the resumption 
of production of automobiles after the war. 

Since the Commission made that statement, operating costs of all 
carriers have increased substantially and the railroads have been 
granted numerous general rate increases to meet the increased costs. 
However, in many instances the rails have cut back rates on certain 
competitive traffic, including automobiles, to a point even lower than 
the rates in effect prior to the general increase. Thus, the railroads 
have frequently used the general increases to subsidize rate wars on 
netseabiles and other competitive traffic, at ridiculously low rates 
which generally ignore the cost increases experienced since 1941. 

On the other hand, motor carriers such as my company rely entirely 
upon automobile traffic for revenue and we have no other revenue to 
subsidize transportation of automobiles at rates below full operating 
cost. 

To illustrate how far the railroads will go to destroy motor-carrier 
competition, the Chicago & Eastern Illinois Railroad slashed the rate 
on automobiles in 1950 from Evansville, Ind., to St. Louis, Mo., from 
62 cents per hundred pounds down to 41 cents. This rate was equiv- 
alent to only 30 percent of first class and was below the rate main- 
tained by the railroads prior to 1940 and as far back as 1931. The 
Commission conducted an investigation and ultimately ruled that the 
rate was not just and reasonable, ordering it canceled. As an indi- 
cation of how low the rate was, the Commission pointed out that it 
yielded only 11.84 cents per car mile as compared with C. & E. I. 
average system car-mile revenue in 1949 of 42.85 cents. 

The railroad refused to abide by the Commission’s order to cancel 
the rate and appealed the case to the Federal courts. Meanwhile, the 
motor carrier competition had suffered complete loss of the business 
from Evansville to St. Louis. In the decision of the three-judge 
Federal court it discussed the Commission’s finding that the reduced 
rail rate was not just and reasonable. The court then said: “We hold 
that this finding is supported by substantial evidence” (C. & £. 7. Rail- 
road Company v. United States et al., 107 Federal Supplement 118, 
126). 

Upon further appeal by the railroad to the United States Supreme 
Court, the decision was again affirmed on January 12, 1953 (73 Su- 
preme Court Reporter, 346). 

Selective rate cutting by the railroads has often resulted in penaliz- 
ing shippers on noncompetitive traffic and preferring shippers of par- 
ticular commodities which are eagerly sought by both rail and truck. 
In many instances the Interstate Commerce Commission has acted to 
protect shippers, many of whom are small-business men, whose com- 
modities or location might compel them to pay unreasonably high 
rail rates designed to offset unreasonably low rates on competitive 
traffic; and the Commission has also acted to prevent ruthless and 
unwarranted destruction of competitive transportation agencies who 
are again relatively small and unable to subsidize losing rates on one 
commodity by high rates on another. 

These practices by the railroads have also resulted in preferential 
treatment of certain manufacturers and prejudicial treatment of other 
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manufacturers engaged in directly competitive business. A prime ex- 
ample of this will be found in the case of Chrysler Corporation v. 
Akron, Canton and Youngstown Railroad Company (ICC Docket No. 
29820, 279 ICC 377). 

There the Commission found it necessary to exercise its statutory 
duties to stop competitive and selective rate reductions on automo- 
bile traffic upon a finding that the rates maintained and demanded 
by the railroads for transportation of new automobiles from Detroit, 
Toledo, South Bend, Kenosha, and Evansville to destinations 
throughout the United States were unduly prejudicial to the auto- 
mobile manufacturers located at these origins; and that the rail rates 
from the assembly plants of the two largest auto manufacturers were 
unduly preferential. 

On the other hand, the Commission has never tried to hamstring the 
railroads in their efforts to remain competitive with other forms of 
transportation. Thus in many instances the Commission has per- 
mitted the railroads to reduce rates on competitive traffic to a point 
necessary to attract the traffic, even though the rates were substantially 
below the full cost of service. The Commission has permitted pach 
reductions so long as the rates would return the out-of-pocket cost and 
where it could be properly found that the reduced rates were just, 
reasonably compensatory, nondiscriminatory and otherwise lawful. 

A prime example of this will be found in the case of Automobiles 
from Detroit to the East (I. and S. No. 5745, 288 I. C. C. 351) wherein 
the New York Central Railroad and others were permitted to establish 
rates on automobiles substantially below both the all-truck and boat- 
truck rates upon a finding that the reduced rail rates would still exceed 
the out-of-pocket cost and that the establishment of such reduced rates 
would not destroy the boat and truck competition. 

Here again the Commission’s actions were approved and affirmed 
by the Federal courts in a decision of the three-judge statutory court 
dated May 11, 1954—National Automobile Transporters Association, 
et al., v. United States of America, et al., Civil Action No. 12819 in 
the United States District Court for the Eastern District of Michigan, 
southern division. 

It is thus apparent that the Commission has acted fairly and im- 

artially, as an expert and informed agency, to protect the public 
interest, to prevent destructive ratemaking and to prevent preferential 
and prejudicial ratemaking. At the same time it has properly encour- 
aged nondestructive competition and has permitted rail-rate reduc- 
tions in numerous instances where these reductions were necessary to 
retain or attract traffic and where the reductions were in the public 
interest. 

On the other hand, the rails now propose to virtually destroy the 
Commission’s power and duty to protect and preserve various types 
of transportation and to protect shippers against selective and discri- 
minatory rate adjustments. Utter chaos would result. Small busi- 
ness would be at the mercy of big business. Small carriers, such as 
the single-commodity carriers I represent, would be at the mercy of 
the large and powerful rail carriers. Small manufacturers and ship- 
pers would be at the mercy of large manufacturers and shippers who 
could demand and receive special rate reductions while the small ship- 
per’s rates were constantly increased to subsidize losses on traffic of 
the large-volume shippers. 
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Instead of encouraging competition this would eventually destroy 
competition. Only large and powerful carriers could survive. Only 
large-volume shippers and manufacturers would benefit from this 
situation and small shippers would ultimately be unable to secure 
transportation at rates comparable to large shippers, thus destroying 
the small shippers. 

In conclusion, we sincerely believe that the Commission should re- 
tain all of its existing power over carrier ratemaking because— 

1. This is the only effective method of preserving a sound-trans- 
portation system and preventing the railroads from destroying com- 
petition and securing a monopoly. 

2. It is clear that existing rate regulation by the Interstate Com- 
merce Commission has fostered healthy competition between various 
transportation agencies which has benefited both carriers and ship- 
pers, and the public generally. 

3. As a specially trained and informed body the Commission is par- 
ticularly qualified to distinguish between healthy competition and de- 
structive competition which does irreparable injury to our transporta- 
tion agencies and to the shipping public. 

4. The Commission has acted quite impartially to encourage desir- 
able competition while preventing destructive competition which 
would create monopoly for large carriers or shippers at the expense 
of small carriers or shippers. 

As Chairman Howard G. Freas, of the Interstate Commerce Com- 
mission, recently told the House Interstate Commerce Committee: 

The level and nature of the rate structure may be a matter of life and death 
to every farmer, businessman, and locality in the United States. 

I sincerely appreciate this opportunity to appear before this com- 
mittee. 

Senator Smaruers. Thank you very much. 

Are there any questions? 

If not, thank you very much. We appreciate your statement. 

Our next witness, Mr. W. W. Callan, is here. I understand he can 
conclude his remarks in a very short space of time. 


STATEMENT OF W. W. CALLAN, CHAIRMAN OF THE BOARD, 
CENTRAL FREIGHT LINES, INC., WACO, TEX. 


Mr. Catian. I can. 

Senator Smarners. Thank you. We will make your statement in 
full a part of the record. 

(The prepared statement of Mr. Callan is as follows :) 


STATEMENT OF W. W'. CALLAN, CHAIRMAN OF THE BOARD, CENTRAL FREIGHT 
LINES, INC. 


My name is W. W. Callan. IT am chairman of the Board of Central Freight 
Lines, Inc., and I live at Waco, Tex. I have been engaged in the motor-freight 
business for 33 years. I am past chairman of the Regular Common Carrier 
Conference of American Trucking Associations, Inc. 

Central Freight Lines, Inc., operates only within Texas, but its rovt’: form 
a network of 5,800 highway miles. Beginning at the Texas-Oklahoma b undary 
line these routes run through Dallas and Fort Worth, Waco and Austin to San 
Antonio and Houston; also from the Texas-Louisiana line near Orange through 
Beaumont, Galveston, and Houston to San Antonio. Central operates daily over 
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all these routes, serving 450 cities, towns, and villages as authorized by the 
Interstate Commerce Commission and the Railroad Commission of Texas. In 
its operations Central uses approximately 300 truck tractors, 640 semitrailers, 
and 300 additional trucks in city pickup and delivery service, a total of 1,240 
units. This equipment operated 20 million miles in 1957. 

The 1,400 employees on Central Freight Lines’ payroll receive more than 
$6,400,000 in annual wages; approximately 52.5 percent of the gross revenue of 
the company is paid out to the employees in salaries. 

Terminal facilities and personnel are maintained at 80 of the large cities and 
towns along Central Freight Lines’ routes; 7 of these are major stations, hav- 
ing complete and permanent loading, warehousing, maintenance, and office activ- 
ities; 27 are company-owned stations with complete customer service; and the 
remaining 46 are designated commission agents. 

Communities along Central’s routes not served by one of the following facil- 
ities are given pickup and delivery service direct from truck to store door, by 
drivers trained in accepting and delivering shipments. 

The common-carrier motor-freight industry has long been recognized as par- 
ticularly suitable and necessary to small communities not adequately served 
by other forms of transportation. While only a tenth of the people served by 
Central live in communities of less than 10,000 population, this 10 percent pro- 
vides more than a third of all the freight handled by Central. 

Central Freight Lines, Inc., is typical of the motor carriers performing serv- 
ice for the larger communities and also serving the intermediate smaller ones. 
Central’s assembly and distribution provides the same transportation service 
to small communities that is available to the large cities. It is coordinated with 
air freight, rail freight, freight forwarders, barge lines, steamship lines, and 
other motor carriers. The only restriction is where another carrier refuses 
to join us in a through service. The business of Central has been and is now 
devoted to the performance of service to all of our intermediate communities. 

On an average day, Central Freight Lines, Inc., will move 6,635 shipments, 
with an average weight of 351 pounds. The average freight bill will be $3.75. 
Only 98 of these shipments will move as truckloads. The remaining shipments 
will move on an average 170 miles for each shipment. 

I think you will be interested in a partial list of the commodities which we 
handle in daily service. This includes meats, bread, coffee, butter, ice cream, 
frozen foods and vegetables for human consumption; drugs, medicines, vaccines 
for the drugstores and the veterinary supplies for farm and ranch use. 

We transport a substantial volume of industrial machines, parts and valves 
to and from the industrial plants, many of which are located on rural highways 
and depend entirely on highway transportation. 

Blectrical appliances including refrigerators, stoves, washing machines, tele- 
visions, radios, and other items for household use are constantly and daily 
moving in our services. We handle water pumps, electric motors, building sup- 
plies and material of all kinds; hardware and implements including plow 
points, cotton picking sacks, insecticide and fertilizers for the use of the farm- 
ers over the entire area which we serve; automobile batteries, tires, and parts 
and supplies for motor vehicles in general. 

In fact we handle not only the finished products but in many instances the 
raw materials from the point of first mining and partial manufacture to indus- 
trial plants for further processing as well as the consumer goods for the whole- 
salers, retailers, and users. 

Instances of Central transporting essential parts direct from a production line 
in one city for delivery directly to a manufacturing line in another are common. 

Building materials loaded directly from production for delivery to job site are 
a regular part of Central’s daily business. 

Movement of shipments essential to national defense on short notice at any 
time, day or night, with immediate dispatch to their point of need, is a regular 
part of our business. 

We have a great variety of types of equipment including flat trailers, van 
trailers, insulated trailers providing protection from both excessive heat and 
excessive cold, trucks with winches, others with hydraulic tailgates, and panel 
delivery trucks for small package service. 

We handle in connection with other motor carriers petro chemicals from the 
gulf coast of Texas moving under controlled 25-degree temperature to the manu- 
facturing plants for further processing in New Jersey. We move crude rubber 
from the synthetic rubber plants near Beaumont on the Texas gulf coast direct 
to the tire plants at Waco, Tex., and, by interline motor carriers, to Miami, 
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Okla., Akron, Ohio, Eau Claire, Wis., and many other tire-manufacturing 
centers. 

Plastic granules likewise move in substantial volume from these areas. 
Aluminum pigs to be stockpiled for our defense program are handled by Central 
from Texas to barge and shipside. 

These commodities generally are handled in both domestic and foreign com- 
merce. We provide a call and demand service in truckload lots, with service 
set up to meet the specific need of the shipper and consignee. In times of 
emergency when the highways are iced over or slick, it is not uncommon for us 
to move complete electric generators to points where there have been power 
failures to assist the power and telephone companies in the prompt restoration 
of electric and telephone service to stricken communities, with our trailer re- 
maining as part of the temporary installation. These facilities are available 
7 days a week—24 hours per day. It would be difficult to name any commodity 
that moves in commerce in which we do not participate in a substantial way in 
taking it from point of manufacture or storage to place of further fabrication 
or use. 

These services are provided without relation to the size of shipment, or the 
size of the town, over the entire area authorized to be served. 

Central Freight Lines was started in July 1925, with one truck operating 
between Waco and Dallas. Each step in the operation of the present 1,240 pieces 
of equipment has been the result of a need by the shipping public for additional 
transportation service. First truck No, 2 and truck No. 3 were added to the 
original truck, then tractors with trailers were included in the fleet. Freight 
terminals in addition to the one originally at Waco were established first at 
Dallas and Fort Worth and then at the other major cities in Texas. 

I think this committee will be interested in the size of the terminals at Dallas 
and Houston, each of which constitutes an investment of more than $1 million 
on a tract of land in excess of 15 acres at each point, and provides for more 
than 100 motor vehicles to be at each dock at one time and the storage within 
our equipment yard of 150 additional vehicles. 

The ownership of Central Freight Lines, Inc., is wholly within the family of 
the employees; there being more than 200 stockholders all directly related te 
Central. 

Much of the freight revenue of Central Freight Lines is derived from move- 
ments that have been developed within the period of time we have been operat- 
ing. We are not living off of tonnage removed from the rails. As we observe 
the list of commodities handled by Central Freight Lines it becomes quite evident 
that the automotive industry, the electrical appliances, the industrial machinery, 
and products have originated while we were operating, and it has been a joint 
undertaking between Central Freight Lines and its customers to develop the 
service which we render today. The food products and drugs which we handle 
are movements which have started during the period of time we have been oper- 
ating as a substitute for the system of each farm or town being almost wholly 
self-sufficient in 1925. 

Important though our vehicles are in our growth, the most important thing is 
the attitude, the ability, and the desire of management of the truckline to provide 
the service needed by the public. The proposal before this committee to allow 
the railroads to own trucklines will not cure the deficiency which kept the 
railroads from producing the service that moves the tonnage between cities 
in Texas. 

It is my belief that to allow the railroads to own trucklines without restric 
tions would result in the reestablishment of the railroads’ monopoly over trans- 
portation and a decrease in the independent methods that have been used to meet 
the shippers’ transportation needs over the past 33 years. 

Motor carriage has developed under rate regulation. Our services have been 
expanded and our charges adjusted often with great difficulty. The State of 
Texas first regulated truck transportation in 1929. Since then we have had 
to justify our rate changes before the Railroad Commission of Texas. Often 
this has been in the face of determined railroad opposition. Since 1936 our 
rates have been under Interstate Commerce Commission regulation. We have 
grown and prospered despite regulation of our rates. I submit the railroad 
troubles are not to be cured by release from supervision of their rates. The 
cutthroat competition resulting from repeal of rate regulation could well destroy 
the railroads as well as large segments of our truck population. It would do 
serious damage to commercial and industrial shippers. Rate regulation is often 
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burdensome but I know of no other safeguard to see that all shippers are treated 
alike. 

If Congress gives the railroads freedom to use their mighty resources to buy 
up the trucklines and the railroads are given the ability to undercut the rates 
of the trucklines without Interstate Commerce Commission regulation of those 
rates in the public interest, there will result in a very few years the demise of 
the adequate highway transportation system we know today. The only alterna- 
tive will be for the shipping public to provide its own private transportation 
system in those instances where the volume is sufficient. This will be to the 
competitive disadvantage of the small shipper who does not possess the volume 
to maintain his own transportation fleet. 

If Central Freight Lines were operating on the same theories that the rail- 
roads are operating on we would still be using solid rubber tires which we 
discontinued after 1929. Our industry has habitually and aggressively used 
all available resources to do.a better job cheaper. Applied to business manage- 
ment, to personnel and customer relations, to technical tools, to vehicles, 
terminals and maintenance shops, these resources have revolutionized trans- 
portation. We use metallurgical developments to give us frame rails of tem- 
pered aluminum, castings and wheels of magnesium and aluminum and van 
bodies of aluminum sheet. Bushings are nylon; bearings are ball or roller, 
and antifriction. Mechanical conveyors and forklift trucks move freight on 
our platforms; pneumatic tubes and electronic devices carry our messages. 
Diesel units automatically maintain our refrigerated trailers at required tem- 
peratures—whether minus 20, or 100 degrees. Two-way radio sends our pickup 
trucks promptly at the call of the shipper. Thus in countless ways we have 
used the fruits of scientific research and technical engineering. We have 
fought for these tools and methods and devices in the face of adverse and crip- 
pling laws, and confronted with poverty unknown to the railroads even today. 
We are proud of our industry and of its accomplishment. The sharp spur of com- 
petition brought us and the Nation this achievement and we resist mightily the 
heavy hand of destructive legislation that would engulf us. 

The railroads seek to render what they call “department store” service in 
transportation where a buyer can purchase rail, motor, water, or air service. 
If this ever comes to pass, the store will be a “company store’’—recently pop- 
ularized in song—where the owner controls the town, and the clients are forced 
to buy what that owner offers. If there is no independent motor freight indus- 
try available to meet the shipping needs of our commerce and industry the 
“company store” concept of transportation will leave only the transportation 
of the railroads or their truckline affiliates. We oppose this result with all 
our energy for it would destroy us, and we oppose it as being disruptive of the 
competitive economy, the competitive drive, that has made this Nation 
economically strong. 


Mr. Cauuan. My name is W. W. Callan and I am chairman of the 
board of Central Freight Lines, Inc., at Waco, Tex. I have been 
engaged in the motor freight business for 33 years. I am a past 
chairman of the Regular Common Carrier Conference of American 
Trucking Associations, Inc. 

Jentral Freight Lines, Inc., operates wholly within Texas, and its 
routes form a network of 5,800 miles. We serve a territory begin- 
ning at the Texas-Oklahoma boundary line including Dallas and Fort 
Worth, Waco, and Austin and continuing to Houston, Tex. Our 
operations also extend from the Texas-Louisiana line near Orange, 
through Beaumont, Galveston, and Houston to San Antonio. We 
operate daily over all our routes serving 450 cities, towns, and vil- 
lages. Our operations embrace 1,240 units which covered 20 million 
miles in 1957. 

Our employees received more than $6,400,000 in annual wages, and 
about 52.5 percent of the gross revenue of the company is represented 
by employees’ salaries. 

Terminal] facilities and personnel are maintained at 80 of the large 
cities and towns along Central’s routes. 
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Central is typical of the motor carriers per forming service for the 
larger communities and also at the same time serving the interme- 
diate smaller points. Our service is coordinated with air freight, 

rail freight, freight forwarders, barge lines, steamship lines, and 
other motor c arriers. The only restriction we have is where another 
carrier refuses to join us in a through service. 

On an average day Central Freight Lines will move 6,635 ship- 
ments with an average weight of 351 pounds. The average freight 
bill is $3.75. Only 98 of the average shipments in a day ‘will move 
as truckloads. The less truckload shipments move on an average of 
170 miles for each shipment. 

We handle general commodities and typical among these will be 
meats, bread, coffee, butter, ice cream, frozen foods and vegetables for 
human consumption; drugs, medicines, and vaccines for drugstores; 
veterinary supplies for farm and ranch use; industrial mac hines, 
parts and valves to and from industrial plants, many of which are 
located on rural highways and which depend entirely on highway 
transportation. We transport refrigerators, stoves, washing ma- 
chines, televisions, radios, water pumps, electric motors, building sup- 
plies, and material of all kinds; hardware and implements including 
plow points, insecticides, and fertilizer; automobile batteries, tires, 
parts, and supplies for motor vehicles. We handle not only finished 
products, but raw materials as well. Our vehicles move a heavy vol- 
umes of dofense materials. 

I think the committee will be interested in the size of our.terminals 
at Dallas and Houston, each of which constitutes an investment of 
more than $1 million, each on a tract of land in excess of 15 acres 
providing for more than 100 motor vehicles at each dock at a single 
time, and storage within our equipment yard. for 150 additional 
vehicles. 

The ownership of Central Freight Lines is wholly within the family 
of the employ ees, there being more than 200 stockholders all directly 
related to Central. 

Much of the freight revenue of Central Freight Lines is derived 
from movements that have been developed within the period of time. 
we have been operating. It is decidedly a fact that our tonnage has 
not been taken from the rails. 

Important though our vehicles are in our growth, the most im- 
portant thing is the : attitude, the ability, and the desire of management 
of the truckline to provide the service needed by the public. The pro- 
posal before this committee to allow the railroads to own trucklines 
will not cure the deficiency which kept the railroads from producing 
the service that moves the tonnage between cities in Texas. 

It is my belief that to allow the railroads to own trucklines without 
restriction would result in the reestablishment of the railroad’s 
monopoly over transportation and a decrease in the independent 
methods that have been used to meet the shipper’s transportation needs 
over the past 33 years. 

If Congress gives the railroads freedom to use their powerful re- 
sources to buy up the trucklines and the railroads are given what they 
request, the ability to undercut the rates of the trucklines without 
Interstate Commerce Commission control of those rates in the public 
interest, there will inevitably result in a very few years the demise of 
the adequate highway transportation system we know today. 
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The railroads seek to render what they call department store service 
in transportation, where a buyer can purchase rail, motor, water, or 
air service, and where rate regulation is diluted to the point of anemia. 
If this ever comes to pass, this transportation supermarket of the rail- 
roads will be a “company store” where the owner controls the town 
and where the captive citizens are permitted to buy what he offers at 
his price. 

If there is no independent motor-freight industry available to meet 
the shipping needs of our commerce, and industry, the company store 
concept of transportation will leave only the transportation of the 
railroads or their truckline affiliates. We oppose this result with all 
our energy for it would destroy us, and we oppose it as being disruptive 
of the competitive economy, the competitive drive, that has made this 
Nation financially strong. 

This morning there was a question or two about the handling of 
United States mail from the Senator from Kansas. I would like to 
make a statement, if I am permitted to do so, about that. 

Senator Smaruers. Yes, sir. 

Mr. Catian. Central Freight Lines now handles a number of con- 
tracts handling mail over many of its routes, in rather limited serv- 
ice in Texas. As an illustration, some 5 or 6 years ago the Post Office 
Department found there was no service that would allow it to get the 
first-class letter mail from Dallas to San Antonio, Tex., on any of its 
existing contracts with any of the railroads or airlines. They madea 
contract with Central Freight Lines for 100 cubic feet of space in one 
of our trailers for the handling of United States letter mail between 
Dallas and San Antonio; that service has been provided continuously 
since that time. 

Not long after that they asked for an amendment to the contract 
where they could put on a few bags of letter mail going from Dallas 
to Waco. And later, in the last year, they have asked to include 
Austin in that service. So that today we are transporting at 11 o’clock 
at night from Dallas, Tex. to San Antonio, Tex., on the south, letter 
mail that arrives at the post office too late for the regular transporta- 
tion contracts of the Post Office Department. 

Some interest was shown this morning on the question of did we 
have any proposals to allow the trucklines to handle mail. I have 
before me some drafts of a recommendation which the common carrier 
conference of the American Trucking Association has prepared. We 
have been working on these drafts and on the question of what is 
necessary to allow the trucks to handle the mail for 7 years, beginning 
back in the days when the Postmaster General was General Donaldson. 

Mr. John Redding, known to some of you, was the Assistant Post- 
master General. We attempted at that time to file with the Post 
Office Department a tariff where we would obligate the motor carriers 
of the Southwest Motor Freight Bureau to handle mail for the Post 
Office Department. After some consideration we were told by the 
Assistant Postmaster General, Mr. Redding, that under the law it 
would not be possible for the Post Office Department to use common 
carrier trucklines under any basis of tariff contract or on any other 
basis except under the star route proposal for competitive bidding 
on a specific route. 
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We have continuously since 1951 worked with the Post Office De- 
arn and have finally come to the conclusion and have been told 
y the representatives of the Post Office Department that there is no 
basis at law where they can avail themselves of the use of common 
carrier trucks in the transportation of United States mail without 
legislation. They have further advised us that they will not propose 
such legislation, that they would like to be free, if we propose it, to 
make such comment if they are asked to do so. 

We are now in process of reviewing for the common carrier con- 
ference of the American Trucking Association that legislation, and 
we will have it completed within the next 3 weeeks. In any event 
we can have our recommendations within the hands of this com- 
mittee prior to March 15. 

Senator Scnorrret. Mr. Chairman, I would like to ask a question. 

Senator SMaruHers, Senator Schoeppel. 

Senator Scuorrret. I would like to ask a question with reference 
to that legislation. I know personally, and as has been suggested 
here by the chairman of this subcommittee, we would welcome your 
suggestions and recommendations along that line. I take it, how- 
ever, that you concur with the view expressed by the Department, 
that they do need legislation, specifically legislation covering this 
from your common carrier trucking standpoint ? 

Mr. Carian. Yes, I say that because their attorneys tell them they 
cannot use it otherwise, so that is sufficient for me. 

Following is a letter subsequently received by the subcommittee 
relative to this subject. 

REGULAR COMMON CARRIER CONFERENCE, 
Washington, D. C., March 12, 1958. 
Senator Grorce A. SMATHERS, 
United States Senate, 
Washington, D. C. 

Dear SENATOR SMATHERS: It is a pleasure to submit to you a copy of The 
Motor Vehicle Common Carrier Mail Act of 1958. 

You will recall that M. W. W. Callan, chairman of the board, Central Freight 
Lines of Waco, Tex., mentioned this legislative approach as one of the industry 
witnesses before the subcommittee on February 18, 1958. Several of the Senators 
expressed a strong interest in the matter; responding to this, Mr. Callan said 
that the conference would submit copies in final form to the committee by 
March 15, 1958. 

In view of the strong interest of members of your committee, some of whom 
are also on the Post Office and Civil Service Committee, we hope that this bill 
will be introduced immediately in the Senate. 

The draft has been approved by the board of governors and the select com- 
mittee on United States mail legislation of the Regular Common Carrier Con- 
ference. Members of this group are: Mr. Harwood Cochrane, chairman, of 
Virginia ; Mr. Orrin H. Fraley, of California; Mr. Lee A. Hyde, Sr., of Tennessee; 
Mr. Owen O. Orr, of Ohio; and Mr. W. W. Ward, of Pennsylvania. 

The draft represents efforts of more than 7 years to find a businesslike solution 
to the problem of making available to the postal service the vast transportation 
capability of the motor common carrier trucklines. The prime purpose of this 
bill is to make available an alternative means of transport not now available 
to the Postmaster General. It injures no present carrier; it is permissive; it does 
not affect the star route laws. It would provide a substantial reservoir of 
scheduled common carrier truck transportation to the United States mails. 

Very truly yours, 
Rosert J. McBRIDeE, 
Hzecutive Director. 
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A BILL To authorize the Postmaster General to provide for the transportation of mail 
matter, and for services in connection therewith, by motor vehicle common carriers 
Be it enacted by the Senate and House of Representatives of the United States 

of America in COngress assembled: 

SecTION 1. (a) This Act may be cited as “The Motor Vehicle Common Carrier 
Mail Act of 1958.” 

(b) “Mail matter” shall include all classes of the mails. 

(c) “Motor vehicle common carrier” shall mean any person, firm, partnership, 
association, or corporation which (1) holds a certificate of public convenience 
and necessity from the Interstate Commerce Commission of the United States, or 
from a regulatory body of a State, Territory, or possession of the United States, 
and (2) holds itself out to the general public as engaging in the transportation 
by motor vehicle on public highways in intrastate, interstate, or foreign com- 
merce of persons or property of any class or classes for compensation, whether 
over regular or irregular routes, except transportation by motor vehicle by an 
express company to the extent that such transportation has been made subject 
to Part I of the Interstate Commerce Act. 

(d) For the purpose of this Act, the transportation of mail matter is declared 
to be the transportation of property in interstate commerce, and the Interstate 
Commerce Commission is authorized to exercise all of the powers and duties 
conferred upon it by this Act over motor vehicle common carriers engaged in 
intrastate commerce, when such carriers register with the Postmaster General and 
file tariffs for the transportation of mail matter, or for services in connection 
therewith, as hereinafter provided, to the same extent as it is authorized to 
exercise such powers over motor vehicle common carriers engaged in interstate 
or foreign commerce. 

(e) Nothing in this Act shall (1) limit the authority of the Postmaster Gen- 
eral to enter into contracts, after advertising for bids, with any person, firm, 
partnership, association, or corporation, not motor vehicle common carriers 
within the definition of this Act, for the transportation of mail matter, or for 
services in connection therewith; (2) affect any contract for the transportation 
of mail matter, or for services in connection therewith, in effect at the enactment 
of this Act, between any motor vehicle common carrier and the Post Office De- 
partment; or (3) limit the power and authority of the Postmaster General to 
enter into special contracts, without advertising for bids, with motor vehicle 
common carriers for the transportation of mail matter, or for services in connec- 
tion therewith, where, in his judgment, conditions warrant the payment of higher 
rates than those contained in tariffs on file with the Interstate Commerce Com- 
mission. 

Sec. 2. The Postmaster General is hereby authorized to provide for the trans- 
portation of mail matter, and for services in connection therewith, without 
advertising for bids, or under contract, with motor vehicle common carriers 
which have (a) registered with the Postmaster General by filing with him a 
certificate of intent, and (b) filed with the Interstate Commerce Commission 
tariffs, as provided by section 4 of this Act. Compensation for such transporta- 
tion of mail matter, and for services in connection therewith, shall be paid 
from funds appropriated for inland transportation of the mails. 

Sec. 3. The Postmaster General shall file with the Interstate Commerce Com- 
mission, within 90 days after the effective date of this Act, a “comprehensive 
plan” for the full utilization of motor vehicle common carriers for the transporta- 
tion of mail matter, and for services in connection therewith. Such “compre- 
hensive plan” shall set forth the general requirements of the postal transporta- 
tion system, and shall state in detail the kinds and types of services which will 
be required of motor vehicle common carriers, including the use of terminals, 
terminal work space, pick-up and delivery service, interchange of equipment, 
consolidated services, and over-the-road or line-haul services; the manner and 
conditions in and under which such transportation shall be made, and services 
in connection therewith rendered, and such other information which may be 
—— and material to the establishment of tariffs by motor vehicle common 
carriers. 

Sec. 4. Any motor vehicle common carrier may (a) file with the Interstate 
Commerce Commission, print, publish, post, and keep open for public inspection, 
in such form and manner as the Commission by regulation shall prescribe, just, 
reasonable, and nonpreferential tariffs showing all of its rates and charges for 
the transportation of mail matter, and for services in connection therewith, 
between points on its own route and points on the routes of any other motor 
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vehicle common carriers, or of any other common carriers by rail, express, air, 
or on water, if through routes and joint rates and charges have been established 
with such common carriers; and (b) register with the Postmaster General by 
filing with him a copy of such tariffs, and a certificate of intent which shall set 
forth a full description of the facilities to be afforded by the motor vehicle com- 
mon carrier in the transportation of mail matter, and services in connection 
therewith; of the points for which the motor vehicle common carrier has been 
certificated, and the points of through routes where the motor vehicle common 
earrier has established through routes with other common carriers, either by 
motor vehicle, or by rail, express, air, or on water, and such other pertinent 
and material information as may be required by the Postmaster General by 
regulation. Upon filing, publishing, and posting such tariffs, and filing such 
certificate of intent, the motor vehicle common carried shall be eligible to receive 
mail matter for transportation, and to perform services in connection therewith. 
The Postmaster General shall prescribe by regulation the form and general con- 
tents of the certificate of intent. 

Sec. 5. The Interstate Commerce Commission shall prescribe by regulation 
the general form of tariffs required by this Act, and the manner and form in 
which such tariffs shall be filed, printed, published, posted, and kept open for 
public inspection. The Commission may reject any tariff filed with it which 
does not conform to the requirements of this Act, or to the regulations of the 
Commission. Whenever the Commission shall reject a tariff, it shall immedi- 
ately notify the Postmaster General of its action, and the Postmaster General 
shall be without authority to tender mail matter under such tariff. 

Sec. 6. Where through routes and joint rates and charges with other motor 
vehicle common carriers, or with rail, express, air, or on water common car- 
riers are established, it shall be the duty of the parties thereto to establish 
equitable and reasonable regulations and practices in connection therewith, in 
harmony with the regulations of the Postmaster General, and just, reasonable 
and equitable divisions thereof between the participating common carriers which 
shall not unduly prefer or prejudice any of such common carriers. 

Sec. 7. No motor vehicle common carrier shall charge or demand or collect 
or receive a greater or lesser or different compensation for the transportation of 
mail matter, or for services in connection therewith, than the rates and charges 
specified in its tariffs in effect at the time, except as provided in section 1 (e) (3) 
of this Act; and no such carrier shall refund or remit in any manner or by any 
device, directly or indirectly, any portion of the rates or charges so specified, or 
extend to the Post Office Department, or to any motor vehicle common carrier, 
or other common carrier, any privileges or facilities except as are specified in 
its tariffs. 

Sec. 8. No change shall be made in any rate or charge or practice affecting 
such rate or charge or practice specified in any effective tariff of a motor vehicle 
common carrier except after 30 days’ notice of the proposed change filed, pub- 
lished and posted in accordance with the regulations of the Interstate Com- 
merce Commission. Such notice shall plainly state the change proposed to be 
made, and the time when such change will take effect. The Commission, in its 
discretion and for good cause shown, may allow such change upon notice less 
than that herein specified, or may modify the requirements with respect to 
publishing and posting either in particular instances or by general order ap- 
plicable to special or peculiar circumstances or conditions. 

Src. 9. The Postmaster General, or any motor vehicle common carrier, or 
other common carrier, directly affected by any effective tariff may make com- 
plaint in writing to the Interstate Commerce Commission that such tariff is 
unjust, unreasonable, or preferential. Whenever. after hearing upon such com- 
plaint, the Commission shall be of the opinion that any individual or joint rate 
or charge or practice is unjust, unreasonable, or preferential, it shall determine 
and prescribe a just, reasonable, and nonpreferential rate, charge, and practice, 
or may establish a minimum and maximum rate and charge. 

Sec. 10. Whenever there shall be filed with the Interstate Commerce Commis- 
sion any tariffs setting forth new individual or joint rates, charges, and prac- 
tices, the Commission is authorized, upon complaint by the Postmaster General, 
or of any motor vehicle common carrier, or other common carrier, directly af- 
fected thereby, or upon its own initiative, without answer or other formal plead- 
ings, if it so orders, but upon reasonable notice, to conduct a hearing concerning 
the justness, reasonableness, and nonpreferential character of such proposed 
rates, charges, and practices. Pending such hearing and its decision thereon, 


‘ 
» 
‘| 
i 


em 





846 PROBLEMS OF THE RAILROADS 


the Commission may, by filing with such tariffs and delivering to the parties 
affected thereby a statement in writing of its reasons for its action, from time 
to time suspend the operation of such tariffs and defer the use thereof for a 
period of not to exceed seven months from the time it would otherwise become 
effective; and after hearing, whether completed before or after the tariffs go 
into effect, the Commission may make such order with respect thereto as would 
be proper in a proceeding instituted after it had become effective. If the pro- 
ceeding has not been concluded and an order made within the period of suspen- 
sion, the proposed tariffs shall go into effect at the end of usch period. The 
burden of proof shall be upon the opponents of the proposed tariffs to prove that 
the proposed changed rates, charges, or practices are unjust, unreasonable, or 
preferential. 

Sec. 11. Any party to an agreement establishing through routes and joint rates, 
charges, and practices, may make complaint in writing to the Interstate Com- 
merce Commission that the practices or the division of the joint rates or charges 
are unjust, unreasonable, or preferential as between the parties to the agree- 
ment. If, after hearing upon such complaint, or upon its own motion, the Com- 
mission shall be of the opinion that the practices or the divisions of such joint 
rates and charges are unjust, unreasonable, or preferential, it shall determine 
and prescribe the just, reasonable, and equitable practices or divisions thereof 
to be employed or received by the parties to the agreement. In cases where the 
joint rates and charges, or practices, were established pursuant to a finding or 
order of the Commission, and they are found by it to have been unjust, unreason- 
able, or preferential, the Commission may determine what would have been the 
just, reasonable, and equitable practice or divisions thereof and order an ad- 
justment to be made from the date of the filing of the complaint, or the entry 
of its order of investigation, or such other subsequent date as it may find just 
and equitable, and, in case joint rates and charges are prescribed by the Com- 
mission, the division may be made effective as a part of the original order. 

Sec. 12. Bvery registered motor vehicle common carrier shall be required to 
transport such mail matter as may be offered it by the Postmaster General 
in the manner, under the conditions, and with the service prescribed in its tariffs. 
The Postmaster General shall decide upon what motor vehicles of the registered 
motor vehicle common carrier mail matter shall be carried. 

Sec. 18. It shall be unlawful for any motor vehicle common carrier to refuse 
to perform the services set forth in the tariffs filed by it with the Interstate 
Commerce Commission when requested by the Postmaster General to do so, un- 
less such failure is caused by aceident, or other circumstances beyond the con- 
trol of the motor vehicle common carrier. For any such offense, the Postmaster 
General may, in his discretion, suspend the registration of the motor vehicle 
common carrier for a period of not to exceed 90 days. In case of disagreement 
with respect to the cause of the motor vehicle common carrier’s failure to per- 
form such services, either party may file a petition with the Interstate Commerce 
Commission requesting the Commission to hold a hearing and issue its order 
determining the liability of the motor vehicle common carrier under this section, 
which order shall be final. 

Sec. 14. In the performance of its powers and duties under this Act, the In- 
terstate Commerce Commission shall be vested with all of the powers which it is 
empowered to exercise under Part II of the Interstate Commerce Act pertaining 
to rates, fares, and charges, and practices relating thereto. 

Sec. 15. This Act shall become effective 30 days after its enactment. 


ReeutarR CoMMOoN CARRIER CONFERENCE, WASHINGTON, D. C. 
(An organization of regular route motor common carriers) 


L. D. Rahilly, chairman, Grand Rapids, Mich. 

A. A. Fowler, Sr., first vice chairman, Kansas City, Mo. 
W. W. Ward, second vice chairman, Altoona, Pa. 

R. R. Smith, third vice chairman, Staunton, Va. 

E. 
J. 


G. Minor, treasurer, St. Louis, Mo. 

L. 8. Snead, Jr., immediate past chairman, Menlo Park, Calif. 
Robert J. McBride, executive director, Washington, D. C. 
Albert B. Rosenbaum, general manager, Washington, D. C. 
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BOARD OF GOVERNORS 


R. J. Acheson, president, Black Ball Freight Service, Pier 58, Room 127, 
Seattle 4, Wash. 

Sidney Allen, chairman of the board, Central Truck Lines, Inc., 1001 Jackson 
Street (Post Office Box 1411), Tampa 2, Fla. 

R. J. Babcock, president, Dakota Transfer & Storage Co., 11 Oak Street SE, 
Minneapolis 14, Minn. 

F. E. Bacon, director, M. & D. Division Transcon Lines, 2508 South Harwood 
Street, Dallas 1, Tex. 

R. A. Baensch, executive vice president, Decatur Cartage Co., 19384 South Went- 
worth Avenue, Chicago 16, Tl. 

H. BD. Baker, senior vice president, Spector Mid-States, 3100 South Wolcott 
Avenue, Chicago 8, Il. 

F. W. Bankerd, vice president, Transportation Service, Inc., 1946 Bagley Avenue, 
Detroit, Mich. 

John P. Barrett, president, Rodgers Motor Lines, Inc., Gilligan Street and South 
Avenue, Scranton, Pa. 

H. N. Beiter, 675 Washington Avenue, Elyria, Ohio 

Marvin Blakeney, Jr., vice president, East Texas Motor Freight, 623 North 
Washington Street, Dallas 10, Tex. 

R. G. Boyd, vice president, traffic, Norwalk Truck Line, Inc., 36 Woodlawn 
Avenue, Norwalk, Ohio 

W. A. Brennan, president, The Cleveland, Columbus & Cincinnati Highway, Inc., 
215 Euclid Avenue, Cleveland 14, Ohio 

George Briggs, president, Briggs Transportation Co., 910 Broadway Street, 
Eau Claire, Wis. 

L. B. Brown, president, 'Texas Oklahoma Express, Inc., 1005 South Lamar Street, 
Dallas 2, Tex. 
Earl F. Buckingham, president and general manager, Buckingham Transporta- 
tion, Inc., 308 West Boulevard (Post Office Box 1631), Rapid City, S. Dak. 
Harry Byers, president, Byers Transportation Co., Inc., 901 Washington Street, 
Kansas City 5, Mo. 

Cornelius Bylenga, Jr., president, Associated Truck Lines, Inc., 15 Andre Street 
SE, Grand Rapids, Mich. 

W. W. Callan, chairman of the board, Central Freight Lines, Inc., 1401 Columbus 
Avenue, Waco, Tex. 

F. G. Campbell, president, Campbell “66” Express, Inc., 2333 East Mill Street 
(Post Office Box 390), Springfield, Mo. 

R. S. Carter, vice president, Interstate Motor Lines, Inc., 235 West Third South 
Street, Salt Lake City, Utah 

Harry F. Chaddick, Harry F. Chaddick & Associates, 33 North La Salle Street, 
29th floor, Chicago, Il. 

R. L. Cheek, secretary-treasurer and general manager, Motor Freight Corp., 2345 
South 13th Street, Terre Haute, Ind. 

C. R. Christensen, executive vice president, Consolidated Freightways, Inc., 431 
Burgess Drive, Menlo Park, Calif. 

Harwood Cochrane, president Overnite Transportation Co., 501 South 14th Street, 
Richmond, Va. 

Robert L. Cohen, secretary-treasurer, Navajo Freight Lines, Inc., 1205 South 
Platt River Drive, Denver, Colo. 

J. Robert Cooper, president, Red Star Transit Co., Inc., 7950 Dix Avenue, 
Detroit, Mich. 

R. E. Cooper, Jr., president, Cooper-Jarrett, Inc., 100 Water Street, Jersey City, 
Tvs 

R. W. Corns, executive vice president, Roadway Express, Inc., 147 Park Street 
(Post Office Box 471), Akron, Ohio 

G. H. Crawford, executive vice president and general manager, Ringsby Truck 
Lines, Inc., 3201 Ringsby Court, Denver, Colo. 

Robert H. Cutler, president, Texas-Arizona Motor Freight, Inc., 1700 East Second 
Street (Post Office Box 1034), El Paso, Tex. 

B. D. Davidson, vice president, Davidson Transfer & Storage Co., 6201 Pulaski 
Highway, Baltimore, Md. 

Paul P. Davis, president, McLean Trucking Co., 617 Waughtown Street (Post 
Office Box 213), Winston-Salem, N. C. 

E. DeMaria, president, Commercial Motor Freight, Inc., 525 Cleveland Avenue, 
Columbus, Ohio 
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T. H. DeWees, president, Hawkeye Motor Express, Inc., 1250 First Avenue NW., 
Cedar Rapids, Iowa. 


F. N. Dorn, president and general manager, Dorn’s Transportation, Inc., 305 
Columbia Street, Rensselaer, N. Y. 

W. F. Drohan, president, General Expressways, Inc., 221 West Roosevelt Road, 
Chicago, Ill. 

Thomas R. Dwyer, president, Delta Lines, Inc., 65th and East Shore Freeway 
(Post Office Box 24), Emeryville, Calif. 

QO. B. English, president, Red Ball Motor Freight, Inc., 1210 South Lamar Street 
(Post Office Box 3148), Dallas, Tex. 

A. A. Fowler, Sr., president, Indianapolis-Kansas City Motor Express Co., 3537 
Broadway, Kansas City, Mo. 

O. H. Fraley, vice president-treasurer and sales, Consolidated Freightways, 
Inc., 431 Burgess Drive, Menlo Park, Calif. 

A. W. Freeman, general manager, Clairmont Transfer Co., 1803 Seventh Ave- 
nue, North, Escanaba, Mich. 

R. W. Furtick, vice president, W. T. Cowan, Inc., 1327 Bayard Street Balti- 
more 30, Md. 

Mark W. Ginn, vice president and treasurer, Fox & Ginn, Inc., 12 Howard Lane, 
Bangor, Maine 

Earl Girard, Post Office Box 97, Morton Grove, II. 

ag Gmelich, president, Corey & Evans, Inc., 117 North Seventh Street, De Kalb, 
ll. 

James B. Godfred, Jr., president and secretary, Great American Transport, 
Inc., 347 23d Street, Detroit 16, Mich. 

R. A. Goodling, president and general manager, Dixie Highway Express, Inc., 
1600 B Street, (Post Office Box 631), Meridian, Miss. 

A. E. Greene, Jr., vice president, Great Southern Trucking Co., 2050 Kings 
Road, (Post Office Box 2408), Jacksonville 3, Fla. 

Lloyd R. Guerra, vice president, Western Truck Lines, Ltd., 2835 Santa Fe 
Avenue, Los Angeles 58, Calif. 

M. P. Hall, president, Hall Freight Lines, Inc., 12-18 College Street, Dan- 
ville, Til. 

E. W. Harlan, president, Bruce Motor Freight, Inc., 2011 Easton Boulevard, 
Des Moines 17, Iowa 

G. H. Harrod, president, A. C. E. Transportation Co., Inc., 395 Baird Street, 
Akron, Ohio 

J. N. Hehn, general manager, Prucka Transportation, Inc., 4610 South 26th 
Street, (Post Office Box 146), Omaha 7, Nebr. 

Philip Hemingway, president, Hemingway Bros. Interstate Trucking Co., 438 
Dartmouth Street, New Bedford, Mass. 

Kenneth C. Herriott, president, Herriott Trucking Co., Inc., Alice and Sumnar 
Streets, East Palestine, Ohio 

Alvin Hill, president, Hill Lines, Inc., 1300 Grant Street, (Post Office Box 1750), 
Amarillo, Tex. 

W. H. Hinehcliff, Jr., president, Hinchcliff Motor Service, 3400 South Pulaski 
Road, Chicago, Il. 

H. J. Horan, vice president and sales manager, Crowe & Company, Inec., 60 
Meadow Street, Waterbury 8, Conn. 

Wilson House, president Eastern Express, Inc., 128 Cherry Street, Terre 
Haute, Ind. 

H. E. Howell, vice president, sales and traffic, Associated Transport, Inc., 
380 Madison Avenue, New York 17, N. Y. 

E. W. Huber, vice president and secretary, Huber & Huber Motor Express, Inc., 
Fighth and Kentucky Streets, Louisville, Ky. 

Lee A. Hyde, Sr., Loo Mac Freight Lines, Inc., 633 East Street, Memphis, Tenn. 

Leland James, chairman of the board, Consolidated Freightways, Inc., 431 
Burgess Drive, Menlo Park, Calif. 

P. H. Johansen, president, Central Motor Lines, Inc., Post Office Box 1067, 
Charlotte, N. C. 

John C. Kile, executive vice president, Kile’s Motor Express, Inc., 28 East Pearl 
Street. Batesville, Ind. 

E. Ward King, president, Mason & Dixon Lines, Inc., Eastman Road (Post 
Office Box 231), Kingsport, Tenn. 

D. P. Kipp, president and general manager, Kramer Bros. Freight Lines, Inc., 
4195 Central Avenue, Detroit 10, Mich. 4 

P. W. Krause, president, Security Cartage Co., Inc., 1326 Polk Street, Fort 
Wayne, Ind. 
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R. W. Lee, chairman of the board, Lee Way Motor Freight, Inc., 3000 West Reno 
(Post Office Box 2488 Exchange branch) Oklahoma City 4, Okla. 

R. H. Linam, president, Central Freight Lines, Inc., Box 238, Waco, Tex. 

Sidney Marks, vice president, M. & M. Transportation Co., 250 Mystic Avenue, 
Somerville 45, Mass. 

D. W. McCelland, vice president, All-States Freight, Inc., 1250 Kelley Avenue 
(Post Office Box 7036, South Arlington Station), Akron 6, Ohio. 

A. A. McCue, president, Minnesota-Wisconsin Truck Lines, Inc., 2280 Ellis Ave- 
nue, St. Paul, Minn. 

Leonard C. McDaniel, president, McDaniel Freight Lines, Inc., 414 North Walnut 
Street, Crawfordsville, Ind. 

KE. J. MeSweeney, assistant traffic manager, Pacific Motor Trucking Co., 65 
Market Street, San Francisco 5, Calif. 

Ralph R. Melendy, president, Southwestern New Hampshire Transportation 
Co., Ine., Wilton, N. H. 

Harry L. Milliken, president, Congdon Transportation, 52 Canco Road (Box F 
Woodfords Station), Portland, Maine 

EK. G. Minor, vice president, Western Trucking Co., Inc., 4560 North Second 
Street, St. Louis 7, Mo. 

R. Stuart Moore, presicent, Los Angeles-Seattle Motor Express, Inc., 1106 Broad- 
way, Oakland 7, Calif. 

Gardner A. Mundy, president and treasurer, Mundy Motor Lines, 701 Seventh 
Street, Northeast (Post Office Box 331) Roanoke 3, Va. 

Ek. L. Murphy, Jr., president, Murphy Motor Freight Lines, Ine., 965 Eustis 

Street, St. Paul 4, Minn. 

M. P. Murphy, vice president, Gateway Transportation Co., 2331-81 South Wood 
Street, Chicago 1, lll. 

A. J. Novick, president, Novick Transfer Co., Inc., 700 North Cameron Street, 
Winchester, Va. 

L. P. O’Brien, president, Mohawk Motor, Inc., 40 Harrison Street, Tiffin, Ohio 

O. O. Orr, president, Motor Cargo, Inc., 1540 West Market Street, Akron 13, Ohio 

George E. Powell, Sr., president Yellow Transit Freight Lines, Inc., 1626 Walnut 
Street, Kansas City 8, Mo. 

L. D. Rahilly, president, Interstate Motor Freight System, 134 Grandville Ave- 
nue Southwest, Grand Rapids 2, Mich. 

J. R. Riley, president, Suburban Motor Freight, Inc., 1100 King Avenue, Colum- 
bus 12, Ohio 

Walter A. Roney, president, Truck Transport Co., 3601 Wyoming, Dearborn, Mich. 

Cc. J. Roush, president, Oregon-Nevada-California Fast Freight, Inec., 675 Bran- 
nan Street, San Francisco 7, Calif. 

Clinton L. Sanders, owner, Perkins Freight Lines, Inec., 147 Buchanan Lane 
Southeast, Atlanta, Ga. 

H. C. Sanford, vice president and general manager, Clemans Truck Line, Inc., 
815 E. Pennsylvania Avenue, South Bend 23, Ind. 

Parkman Sayward, vice president, sales and traffic, Pacific Intermountain Ex- 
press Co., 299 Adeline Street (Post Office Box 958), Oakland 4, Calif. 

A. GC. Scott, president and general manager, Geo. F. Alger Co., 3050 Lonyo Road, 
Detroit 9, Mich. 

H. J. Seecoy, president, Federal Express, Inc., 4930 North Pennsylvania Street, 
Indianapolis 5, Ind. 

M. E. Sheahan, president, Johnson Motor Lines, Inc., Post Office Box 10497, 
Charlotte 1, N. C. 

KE. R. Siddall, president, Overseas Transportation Co., Inc., 3355 Northwest 41st 
Street, Miami 42, Fla. 

Herman ©. Sites, president, Sites Silverwheel Freight Lines, Inc., 1321 South- 
east Water Avenue, Portland 14, Oreg. 

J. F. Smalley, president, Central Truck Lines, Inc., 1001 Jackson Street (Post 
Office Box 1411), Tampa 2, Fla. 

R. R. Smith, president, Smith’s Transfer Corp., of Staunton, Va., 332 Kalorama 
Street Southeast, Staunton, Va. 

J. L. S. Snead, Jr., president, Consolidated Freightways, Inc., 481 Burgess Drive, 
Menlo Park, Calif. 

H. F. Snure, president, American Carloading Corp., 261 Hastings Street, Detroit 
26, Mich. 

Lee R. Sollenbarger, executive vice president, Denver-Chicago Trucking Co., Ine, 
45th Avenue at Jackson Street, Denver 16, Colo. 
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J. H. Strother, vice president, Hopper Truck Lines, 1400 Date Street, Monte- 
bello, Los Angeles, Calif. 

D. L. Sutherland, chairman of the board, Middle Atlantic Transportation Co., 
Inc., 976 West Main Street, New Britain, Conn. 


George H. Tiernan, president, Motor Transport Co., 4101 West Blue Mound Road, 
Milwaukee 8, Wis. 


waren Trout, vice president, White Owl Express, Inc., 212 Osmun Street, Pontiac 
» Mich. 


J. B. Vande Creek, executive vice president, Fred Olson Motor Service, 1200 West 
Bruce Street, Milwaukee 4, Wis. 

A. ©. Volk, Jr., vice president, The National Transportation Co., 251 State Street 
Extension, Bridgeport 5, Conn. 

R. W. Vose, vice president, sales and traffic, St. Johnsbury Trucking Co., Inc., 
40 Erie Street, Cambridge 39, Mass. 

W. W. Ward, president, Ward Trucking Co., 200 Seventh Avenue, Altoona, Pa. 

Gene Whitehead, president, Merchants Fast Motor Lines, Inc., East Highway 80 
(Post Office Drawer 2321), Abilene, Tex. 

W. P. Wiese, vice president, National Transit Corp., 1687 West Fort Street, 
Detroit 16, Mich. 

H. D. Winship, president, Georgia Highway Express, Inc., 2090 Jonesboro Road 
SE., Atlanta, Ga. 

W. M. Wolfe, executive vice president, Watson Bros. Transportation Co., Inc., 
802 South 14th Street, Omaha 2, Nebr. 

B. I. Woodhull, executive vice president, Days Transfer, Inc., 730 East Beardsley 
Avenue, Elkhart, Ind. 


R. BE. Wooleyhan, president, Wooleyhan Transport Co., 900 South Heald Street, 

Wilmington 99, Del. 

R. A. Young, Jr., president, Arkansas-Best Freight System, Inc., 401 South 11th 

Street, Fort Smith, Ark. 

Senator ScHorrret. Would you care to comment on star route 
features of it, or would your legislation cover that ? 

Mr. Catian. There are really two bases where the Post Office De- 
partment uses and secures transportation. One is the law under 
which they deal with the railroads and the other is the star-route 
provision which was originally intended, I am told, in the days of the 
Pony Express and the use of animal-drawn vehicles, for the delivery 
of mail primarily to boxes along certain isolated routes. That 
has to some extent been modernized. It was many years ago. That 
was the only basis under which the Post Office Department is at this 
time, I am told by them, able to use any trucks. ‘And it provides for 
a contract with a truck, recognizing only the service that can be per- 
formed by that vehicle on an exclusive basis almost for the Post 
Office Department. 

We would not propose, under our legislation, to do anything with 
reference to the star route. We would simply propose to make avail- 
able to the Post Office Department another large segment of the 
trucking industry which could be used at will by the Post Office 
Department, and not under any proposal that we have would there 
be anything done with any service now available to the Post Office 
Department. 

It would simply be another service that would be offered to them. 

Senator Scuorrren. Thank you. 

Senator Smaruers. Are there any other questions ? 

Senator Lauscue. Yes. 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. Turning to page 7 of your statement, Mr. Callan, 
the second full paragraph contains these words: 

It is my belief that to allow the railroads to own trucklines without restric- 


tions would result in the reestablishment of the railroads’ monopoly over 
transportation. 
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Do you understand that what the railroads are proposing is a bill 
that would impose no restrictions upon them ? 

Mr. Catuan. Not no restrictions at all, but it would be a limited 
amount of restrictions as compared to today. 

Senator Lauscur. What I have in mind here—and see if this is in 
the accord with your understanding of the law—under existing law 
as it has been interpreted and special restrictions—and I point out the 
word “special”—special restrictions have been imposed upon the entry 
of railroads into motor and water transportation and upon the entry 
of any surface carriers into air transportation. 

These special restrictions grow out of certain language found in 
various sections of the Interstate Commerce Act and the Civil Aero- 
nautics Act, and are in addition to the general restrictions of those 
two acts that no one may begin new carrier operations or acquire con- 
trol of existing carriers by motor or water without the approval of 
the Interstate Commerce Cicreniatios or by air without the approval 
of the Civil Aeronautics Board. 

My query is: Do you oppose the removal of the special restrictions 
against the railroads entering into diverse modes of transportation 
when the Interstate Commerce Commission, under its general rules, 
can control them ? 

Mr. Cauian. I do oppose them entering into it unrestricted, yes. 

Senator Lauscue. Then it is your position that special restrictions 
should apply against the railroads? 

Mr. Catuan. Yes, sir; that is correct. 

Senator Lauscue. Thank you. 

Senator Smatuers. Are there any other questions? 

Senator YarsoroueH. I would like to thank Mr. Callan for this 
clear and concise statement which he made, Mr. Chairman. 

Mr. Cautian. Thank you. 

Senator Smatruers. I take it you are both from Texas? 

Mr. Catuan. Yes, sir; and we are very good friends. 

Senator Smatruers. Fine. Both of you are fortunate. 

We are looking for a witness now who will take not longer than 
15 minutes. 

We would like to be out of here by 5 o’clock. 


Mr. Weller is our next scheduled witness, but he will take a little 
longer. 


STATEMENT OF LAWRENCE D. RAHILLY, PRESIDENT, INTERSTATE 
MOTOR FREIGHT SYSTEM 


Mr. Rantmxy. I am Lawrence D. Rahilly, of Grand Rapids, Mich. 

Senator Smatruers. Mr. Rahilly, we are happy to have you. You 
are the president of the Interstate Motor Freight System, Grand 
Rapids, Mich. 

Mr. Raunmy. I am also, this year, chairman of the Common Car- 
rier Conference. I am here to speak for the conference and for myself. 

Senator Smaruers. All right, sir. Go right ahead. 

Mr. Rantty. I think it is essential—you want to make this brief? 

Senator Smatuers. Yes, sir. 

Mr. Rautiiy. It is my personal opinion—now you have me nervous. 

Senator Smatuers. Just settle down. You are among friends. At 
this point we will insert your full statement in the transcript. 
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STATEMENT oF LAWRENCE D. RAHILLY, PRESIDENT, INTERSTATE MoToR FREIGHT 
SYSTEM 


My name is Lawrence D. Rahilly. I live at Grand Rapids, Mich. I am presi- 
dent of Interstate Motor Freight System, a common carrier operating under a 
certificate issued by the Interstate Commerce Commission, and under intrastate 
certification from several States commissions. That company is owned by 
stockholders in all 48 States ,and no single stockholder owns more than 3 per- 
cent of the total shares. Interstate serves the commerce and industry of 18 
States, and in 1957 transported more than 1,400,000 shipments, most of them 
classed as small shipments. I am chairman of the Regular Common Carrier 
Conference, one of the constituent natural industry groups within American 
Trucking Associations. My company also supportss the parent association and 
is a member of that body through membership in various State trucking 
associations. 

For my own part, I think it essential that the members of this committee 
visualize the motor freight common carrier’s role in the Nation’s transportation 
service. To do this is impossible unless we consider our general economy and 
what has happened to the pattern of that economy and thus to transportation in 
the United States within the past 30 years. 

Decentralization of industry and its effect on transportation have produced a 
marked change in the Nation’s economy. Factories are no longer located at just 
a few large cities, but have been dispersed throughout the length and breadth 
of the land. In this new situation, the actual tons of freight handled by public 
carriers may remain equal to the past, or may increase with an expanding pop- 
ulation, but the same is not necessarily true to ton-miles. In other words, long- 
haul traffic has frequently been reduced to short-haul traffic, and this has oc- 
curred with much of the Nation’s transportation tonnage. 

Innumerable factories have moved to the sources of raw materials, or to mar- 
kets. When large factories move, their suppliers follow them. When a factory 
producing wheeled vehicles moves, the supplier of the wheels to place on those 
vehicles finds it desirable to move also, and to locate very near the factory 
making the vehicle on which the wheels will be placed. In some instances, 
large factories utilizing great quantities of steel have built into their opera- 
tions their own steel plants. Thus, whereas in the past we have transported 
fabricated steel from one city of production to another city of use, we now find 
that the steel is made and fabricated close to the point where it is ultimately 
used in finished manufactured production. Automobile assembly plants have 
moved closer to the purchasers of the automobile. And suppliers of these 
assembly plants have likewise changed their location, or built new factories on 
new sites. 

The foregoing briefly illustrates what has happened to our Nation’s economy 
and what is happening today. The movement will probably intensify and 
spread to more cities and towns. The motor carrier industry hes been able to 
adjust itself to this momentous transition in our economy. We have given 
Service where it was needed. We have been able to carry smal! shipments 
of cigarettes, textiles, canned goods into many places where particular brands 
were never before used. We have cut waiting time, and reduced inventories 
for producers. By the flexibility and service of motor transportation, we have 
ransformed warehouses to factories. Storage space has become production 
space. The nationai economic implications of this single fact are tremendous. 

Among all the regulated carriers of the Nation the industry I represent 
earries the bulk of small shipment traffic. The depression gave us birth and 
the decentralization of industry gave us assurance of growth. We have an- 
swered the need of the Nation’s economy and are prepared to keep pace with 
its growth and with its further change. 

An industry that has accommodated itself to the needs of a transformed 
economy should be rewarded, not hindered. Thus, as I address myself to the 
suljects before this subcommittee, I express important policy statements vital 
to our concern, and vital to our very existence. We believe that these state- 
mts of policy are eminently sound and in the public interest. 

We agree with the railroads that the 3 percent freight-transportation tax 
and the 10 percent passenger-transportation tax must be repealed to save 
regulated transportation. The cost differential between private and for-hire 
carriage simply will not tolerate payment of the tax. Among other things, 
such repeal will discourage bogus leasing and illegal for-hire carriage. Toward 
this end our conference favors the redefinition of private carriage, and we urge 
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the removal of the agricultural exemptions presently expanded by court inter- 
pretation. We ask that you let us continue to live under the equity and justice 
of the national transportation policy. 

On the other hand, we are opposed to integration of ownership among the 
modes of transportation, for we would be swallowed up in the process, and our 
identity and our service destroyed. We oppose the railroad proposal for deregu- 
lation of rates—called the 3 “shall nots’—for the 3 “shall nots” would utterly 
destroy my industry in a vicious rate war with the railroads. 

Bayond the broad interest and concern which I have expressed to you, my 
particular interest relates to section 22 of the Interstate Commerce Act, a 
section which originated in an infant economy and which long ago completed its 
mission. The first session of this Congress made limited modifications in section 
22. Those modifications merely require written quotation of the reduced rates 
allowed on freight of the United States Government and its agencies, and pro- 
vide, also, that copies of the quotations be furnished to the Interstate Commerce 
Commission as well as to the Federal agencies to which the freight rate is 
tendered. 

In our view, what was done by the first session was not enough; it did not 
eliminate the vicious bid system encouraged by section 22, nor did it affect at 
all the freight rates on State and local traffic. What is needed is outright 
repeal of section 22 insofar as it applies to Federal or State Governments or 
their respective agencies. We do not see repeal or modification insofar as the 
law allows reduced rates in calamitous situations, for freight moved for chari- 
table groups, nor as respects named classes of persons. 

I speak particularly concerning United States Government traffic and traffic 
moved for State governments. Allow me to illustrate the latter. Some States 
have established liquor monopolies, Which means that the State makes the sale 
of all liquor lawfully purchased in that State. Under the present law, any 
liquor moving across the State lines into such a State gets the benefit of section 
22 rates. These are reduced or cut rates. Moreover, there is no requirement 
for their publication. But this is not all. Such a State also buys liquor from 
manufacturers within the State. This local transportation, as distinguished 
from the interstate transportation, is not subject to section 22 reduc-ions. 
Thus, the present law produces a discrimination as between intrastate and inter- 
state shipments of liquor to the monopoly State government. Moreover, to 
aggravate the problem for the private dealer, there is no 3 percent Federal 
transportation tax applied on this movement. 

The situation is completely different where the State government holds no 
liquor monopoly. There, the liquor dealer, which may be in active competition 
with a State monopoly liquor store just across the border, has no benefit of 
section 22 rate reductions. Besides, the 3 percent tax applies on all such 
transportation. The very statement of the fact condemns it. 

The illustration given is only one out of many situations working a discrimi- 
nation under the present state of the law. It is unfair to shippers and to 
carriers alike. It is unfair to merchants, to the States themselves, and to their 
citizens. 

Basic to our objection to the operation of section 22 is that rates on Govern- 
ment traffic almost invariably become cut rates, producing destructive rate 
wars. Invariably, they tend to depress, and do depress, the overall earnings 
of carriers. The necessary result is higher rates to the general public. The 
impact of section 22 upon the total transportation economy can be seen when 
we remember that Government business represents about 10 percent of all 
transportation business. The remaining 90 percent pays the published rate. 
It is unfair to maintain this double standard among the users of transportation 
service, especially where the biggest single shipper pays unregulated rates on 
so much of its traffie while all other shippers must pay rates that are regulated 
and subject to the “just and reasonable” standards of the Interstate Commerce 
Act. The United States Government refuses to accept for itself the same 
healhy standards it imposes upon its citizens. The present law permits abuse 
and is abused. Carriers seeking to commit financial mayhem on their competi- 
tors find they have committed the depredation upon themselves. The only 
answer to the carriers’ insatiable appetite for a share of the enormous yolume 
of goods moved by the Government is protection of the carriers against 
themselves. 

All that I have stated about section 22 rates is equally applicable to the so- 
called three “shall nots” proposed by the railroads when seeking to remove the 
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power of the Interstate Commerce Commission to protect the integrity of the 
common-carrier rate structure. Section 22 experience provides an apt and ready 
illustration of what would happen in commercial freight transportation if 
the railroads’ recommendations on the three “shall nots” become law. We see 
in the operation of section 22 the complete machinery for the three “shall nots.” 
If we must have them—and we oppose them with every energy at our command— 
we insist they should apply within the several modes of transportation as well 
as between the modes. The ill-advised and destructive results that flow from 
section 22 would permeate the entire rate structure, completely disrupt rate 
relations, and visit an irrevocable financial hazard upon regulated carriers. We 
would inevitably reduce or eliminate service to the public. 

Finally, Senators, I urge that you make no change in the national transpor- 
tation policy. Much of its language was strictly railroad inspired, and its bene- 
ficial results are legion. It provides the constitutional framework, as it were, 
within which all sections of the Interstate Commerce Act must be interpreted. 
Under that policy, the Interstate Commerce Commission and the carriers have 
developed the finest transportation system in the world. It has brought all 
products within reach of all citizens, regardless of size or location of community, 
size of shipment, or season of the year. It is basic to equity and fair play 
essential to an adequate transportation system and to stability among the car- 
riers. It should not be disturbed. 


Mr. Raumxy. I appreciate that. I don’t think our industry and the 
company that I represent has taken a great deal of freight away from 
the railroads. I believe, honestly, Senators, that we have created new 
freight by our method of operation. The diversification of industry, 
the relocation of it, and so forth, is what I think has made the com- 
mon highway carrier. The factories are no longer concentrated in 
cities. They are all over the country. And, with our flexible service, 
we are the ones who have made it possible. Therefore, I don’t think 
that we should be penalized by the rails for performing that service. 
I assume my statement will be a part of the record. 

ig Smatuers. We have made your statement a part of the 
record. 

Mr. Rauttty. I am supposed to talk on section 22, which is out of 
order for timing. 

Senator Smatruers. You may go ahead. We are familiar with it. 

Mr. Ranmuy. You handled it last year, to a limited degree. You 
did enact into law a provision that, when section 22’s were submitted 
to agencies of the Government, a copy be filed with the Interstate 
Commerce Commission. I think that that is a step in the right di- 
rection, but wholly inadequate. I think that the Government, which 
is the largest shipper in the country, should live up to the same fair 
rules and regulations which the Government insists that the public 
live up to. I think the States should do the same thing. 

I know that our State, the State of Michigan, in 1942 quit buying 
whisky f. o. b. in the State of Michigan in order to eliminate the 3- 
percent transportation tax. 

I find that as soon as they found out that section 22 was available, 
they took advantage of that in the moving of whisky. I don’t think it 
is sound transportation policy for the State of Michigan and the State 
of Ohio, Senator, to move whisky under reduced rates. 

Senator Smaruers. I am curious to know what does the State of 
Michigan do with that whisky ? 

Mr. Ranmuxy. They sell it. 

Senator Smatuers. They turn around and sell it ? 

Mr. Rantiiy. Yes. There are other examples. For example, Mich- 
igan has a border all the way across Indiana and parts of Ohio. We 
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will take Indiana. Michigan gets its whisky moved in at reduced 
rates under section 22. They pay no transportation tax. The whisky 
dealer in Indiana has to move it 1n at class rates because he doesn’t buy 
in big enough volume to enjoy commodity rates to start with. He has 
to pay a transportation tax. To me it is discrimination all the way 
along, both section 22 and the 3-percent transportation tax. 

That I would like to have this committee consider very seriously in 
this sesison of Congress. What you did last year, you didn’t even 
make us file those rates with the Interstate Commerce Commission so 
they could make a study of them. And we use them, believe me. What 
we started out to commit murder with, we are now commiting suicide, 
because we are cutting the rates and reducing our own revenue. 

Senator Smaruers. You understand, Mr. Rahilly, that we can 
only require rates to be filed that have to do with the Federal Govern- 
ment. We cannot require it as to the States. 

Mr. Raumxy. It is your section 22 that allows those reduced rates 
to the States. You could eliminate that and should eliminate it. You 
see, section 22, when it was put in the act, I think in 1887, never con- 
sidered such things as States in competition with private business as 
now. 

Senator Smaruers. As a matter of fact, of course, I think most of us 
last year—speaking as a guesstimate—when we passed the legislation 
which amended section 22 to some extent, the reason we did not put it in 
exactly as recommended was primarily because of the Military Estab- 
lishment and the Federal Government. If you remember the testi- 
mony, they testified that if you knocked it out it would cost them in 
the neighborhood of $600 million. 

Mr. Ranututy. At the same time they testified, Senator, that they 
were paying more than the tariff rates. 

Senator Smatruers. In some instances they were but not in—no, 
I don’t think that is exactly right because if that is the case they would 
have no objection to knocking out section 22, and they did object to it 
on the ground it would cost an additional $600 million. 

In any event your recommendation is that, as I gather it, you are for 
knocking it completely out ? 

Mr. Rantiiy. Yes. But if you can’t knock it out in the interests of 
defense, I think it should be knocked out at the State and municipal 
levels, because the economy of the country has changed a great deal 
since those two things were put in there. I still think it should be 
retained for the calamities, and I think the clergy should travel at 
reduced fare and so forth. But I think the States and municipali- 
ties—— 

Senator Smaruers. Where were you last year when we were taking 
testimony on knocking that section 22 out? 

Mr. Raumy. I was third vice chairman. 

Senator Smaruers. I am glad you got rid of that first one, because 
he didn’t tell us about that. 

We are delighted to have this testimony anyway. Frankly, it is the 
first time that I was thoroughly aware—and I guess some of the other 
members are of the same view—that the States and municipalities 
were taking advantage of section 22 to the extent that you are telling 
us. 
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Mr. Rautuiy. Yes, and they are doing worse than that. Even on 
some of your highway building programs where they contracted out, 
the State in turn will buy the materials so that they can get section 
22’s in to move the material, and then give it to the contractor. There 
is quite a bit of abuse of the availability of section 22 on States and 
municipal governments, believe me. 

Senator Smaruers. I would recommend as long as this is in your 
department, and vou are now the first vice president, that you submit 
to the committee a proposed amendment that you would like on that 
particular point. 

Mr. Rauttty. I will be happy to. 

Senator Smaruers. We may or may not pass it, but we will be 
happy to consider it. 

r. Ranmxy. I will be happy to do that. 
(The material subsequently submitted by Mr. Rahilly is as follows :) 


REGULAR COMMON CARRIER CONFERENCE, 
Washington, D. C., March 8, 1958. 
Hon. GeorGe A. SMATHERS, 
United States Senate, Washington, D.C. 

My Dear SENATOR SMATHERS: Permit me to express my deep appreciation for 
the courtesies extended to me during the subcommittee hearing on February 17. 

My testimony primarily related to certain abuses growing out of the reduced 
freight-rate provisions of section 22 of the Interstate Commerce Act having to 
do with interstate freight shipments of State and municipal agencies. It was 
suggested (at p. 955 of the transcript) that I submit to the committee the proposal 
of the trucking industry. Copies of the suggested language are enclosed herewith. 

The discriminations I referred to become more numerous each year and are 
of growing concern to our industry, and I wish to point out that the American 
Trucking Associations at its January 1958 meeting recommended that immediate 
steps be taken seeking an amendment to section 22 which would in effect elimi- 
nate from the section the application of reduced rates to State and local govern- 
ments for the transportation of their interstate freight. 

At that time it was made clear that such action is not to be construed as chang- 
ing present ATA policy which seeks the removal of the general reduced charges 
from all government freight traffic—Federal as well as State and municipal. 

The motor carrier industry respectfully requests early consideration of this 
amendment. 

The suggested amendment would achieve simple equity and would subject the 
State and municipal governments and the commercial shippers to the same set 
of rules, and would remove the instrument responsible for the unfair practices 
existing at State and local levels. 

Thanking you for your cooperation, I am, 

Sincerely yours, 
LAWRENCE D. RAHILLY, 
Chairman, Regular Common Carrier Conference. 


A BILL To amend section 22 of the Interstate Commerce Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 22 of the Interstate Commerce 
Act, as amended (49 U. S. C. 22), is hereby further amended as follows: By 
changing the first clause of the first sentence thereof to read as follows: “That 
nothing in this part shall prevent the carriage, storage, or handling of property 
free or at reduced rates for the United States or for charitable purposes, or 
to or from fairs and expositions for exhibition thereat, or the free carriage of 
destitute and homeless persons transported by charitable societies, and the 
necessary agents employed in such transportation, or the transportation of 
persons for the United States Government free or at reduced rates, or the is- 
suance of mileage, excursion, or commutation passenger tickets :”. 
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Mr. Rauttiy. I concur with the previous witnesses and the fol- 
lowing witnesses on the 3 percent transportation tax which is in 
itself discriminatory. I agree with them on redefinition of “private 
carriers,” believe me. 

Our little company, which I represent, last year we handled 1,400,- 
000 shipments, but we handled 21 percent less tonnage than we did i in 
1941, my first full year with Inter-State. The reason for that, in my 
opinion, is this pseudo-private carriage or illegal for-hire carriage is 
making terrific inroads on the freight which properly belongs on 
highway or rail common carriage. Unless something is done to cor- 
rect that, the whole common carrier structure will be hurt. 

Senator Smaruers. All right, sir. 

Thank you very much. 

Are there any questions ? 

If not, we thank you, Mr. Rahilly. 

Mr. Rauitiy. Did I do it in 15 minutes? 

Senator Smatruers. Yes, sir; very well. 

The committee will stand in recess until 10 o’clock tomorrow morn- 
ing. 

(Whereupon, at 4:50 p. m., the subcommittee was adjourned, to 
reconvene at 10 a. m., Tuesday, February 18, 1958.) 
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TUESDAY, FEBRUARY 18, 1958 


Untrep Srares SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in the 
caucus room, Senate Office Building, Senator George A. Smathers 
presiding. 

Senator Smatuers. The meeting will come to order. 

We have as our first witness this morning Cyrus B. Weller, presi- 
dent of the Frozen Food Express, of Dallas, ‘Tex. 

Mr. Weller. 


STATEMENT OF CYRUS B. WELLER, CHAIRMAN OF THE BOARD, 
FROZEN FOOD EXPRESS, DALLAS, TEX. 


Mr. Wetter. Mr. Chairman and members of the subcommittee, my 
name is Cyrus B. Weller. I am chairman of the board of Frozen 


Food Express. I live at Dallas, Tex. 

Ours is an operation engaged exclusively in the transportation of 
perishable food stuffs. We operate approximately 140 refrigerated 
trailers and tractors, in a territory that roughly might be called the 
Middle West, between Texas and the Middle West, and between that 
general area and California. 

Our company was started in 1947. At that time there were only 
three pieces of mechanically refrigerated equipment operating in the 
State of Texas. Today there are approximately athousand. In that 
connection, I might add that during the first 3 years of our operation 
we spent approximately $150,000 on the development of equipment 
that would transport low-temperature commodities. 

In the course of our development we grew with the frozen food 
industry. We grew with the changing habits of the American public 
and of the American housewife, with the foods she wanted to serve on 
her table. We grew within the framework of regulation. We are a 
regulated carrier and it was only through regulation that we were able 
to develop and grow. 

Today I appear before you on behalf of those carriers who are 
engaged in perishable transportation. We are specialized carriers. 
The largest part of our tonnage—speaking now in terms of 90 to 100 
percent—is perishable in nature. 

During the first 8 years of our development it was steady, it was 
fast, just as the perishable-food industry was growing fast, and we 
kept pace with it. However, since 1954 we have experienced changes 
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that lead us to question whether we will still be in this business a few 
years from now. 

In 1954 a series of court decisions began to be released that exempted 
a large part, a substantial part of the tonnage that we transport, and 
disrupted the general balance of our operations. Specifically, the 
exemption of poultry, the exemption of frozen fruits and vegetables, 
the exemption of frozen eggs, the exemption of peanuts and various 
other items. But those were the substantial items that affected us. 
These court decisions have created turmoil. 

If I may read shortly here, I would like to describe—I think quickly 
and short!y—the picture we find ourselves in today. 

The United States Supreme Court, in describing the conditions of 
the trucking industry as a whole as it existed in 1935, said: 

* * * the industry was unstable economically, dominated by ease of competi- 
tive entry and a fluid rate picture. And as a result, it became overcrowded with 
small economic units which proved unable to satisfy even the most minimal 
standards of safety or financial responsibility. 

We frankly have about the same problem that the railroads have. 
Weare in this hearing, you might say, in a very sympathetic position, 
with certain basic problems with which the rails have come before 
this committee. 

To thoroughly understand it we have to consider what amounts 
to the basic rate structure that exists in this country. Basically, under 
our rate structure, certain classes of items, primarily manufactured 
items, subsidize the transportation of raw products. As a result, any 
time a manufactured item is drawn away from regulated carriage, 
part of the built-in subsidy to the common carrier transportation sys- 
tem is taken away from it. I think I can illustrate it rather con- 
cretely in my own business, and show it to you a little more clearly 
with illustrations. 

In the transportation of meat to California, roughly we receive 
about $850 for a load from the Middle West. The products we bring 
back from California to the Middle West are frozen fruits and vege- 
tables and fresh fruits and vegetables. The revenue on those items 
are from $500 to $600 a load. At present it is a very fluid picture 
because those items are not regulated. 

Any time we lose traffic from the Middle West to the west coast, we 
have lost the paying end of our traffic. Private carriage today, 

articularly through the exemption of frozen fruits and vegetables, 

as entered into the field of transporting meat from California be- 
cause they, if I may put it this way, do not care to be in a position of 
subsidizing the products, in other words the lower rated products. 
They are able to carry these items pretty well on their own weight, 
thanks to the development of our highway system and the development 
of trucks. 

We feel this thing very closely just as the railroads do because we 
are limited in the commodities we can carry. We are not in a posi- 
tion to shift from one commodity to the other as commodities are 
kicked out from under us through further exemption. 

With that situation in mind we feel that the only way to maintain 
a transportation system built on common carriage is under regulatory 
measures of a nature, so far as we are concerned in our limited field, 
that will explore this field of exemptions with the view of returning 
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to the regulatory field those items that have been taken out by 
Supreme Court and other Federal court decisions. We would recail 
that those items that have been taken out by court decisions were 
handled as regulated items from 1935 until around 1954, and that any 
change that is made in the law with reference to it is not going to 
create a new condition. 

I appreciate this opportunity to appear before this committee. 

Senator Smaruers. Thank you, Mr. Weller. 

Have you and your group given any thought as to what particular 

redefinition of the word “agriculture” you w ould like? 

Mr. Weer. Yes, sir, we have. The ATA position is such that 
the language is very difficult to handle from a legislative standpoint. 
Our approach to it has been on a commodity basis rather than basic: ally 
a redefinition. 

Senator Smaruers. Are you familiar with the bill, S. 2553? 

Mr. Wetter. Yes, sir, 1 am. And it embraces the items that we 
feel would be very beneficial in curing this problem that affects us, 
the regulated carriers. 

(The prepared statement of Mr. Weller is as follows :) 


STATEMENT OF Cyrus B. WELLER, CHAIRMAN OF THE BoarpD, FROZEN EXPRESS 


Mr. Chairman and members of the subcommittee, my name is Cyrus B. Weller. 
I live at Dallas, Tex., and am chairman of the board of Frozen Food Express. 
This company is about 10 years old and is engaged exclusively in the transporta- 
tion of perishable foodstuffs requiring transportation from zero temperatures to 
70°. We operate in Texas and the Middle West and between the Middle West 
and California. We have some 140 mechanically refrigerated trailers and 
tractors. Our traffic, to be more specific, is composed of approximately 40 per- 
cent meats and packinghouse products, 20 percent dairy products, 25 percent 
of what is commonly known as frozen foods, and about 15 percent fresh fruits 
and vegetables. We handle both truckload shipments and less-than-truckload 
shipments in the areas that we serve. 

By way of background, 10 years ago there were only 3 trailers of the type we 
operate in Texas, while today there are approximately 1,000. 

I appear before you today representing that segment of the regulated trucking 
industry which is engaged in the transportation of the food products of the 
Nation's agriculture. 

As Mr. Rutland has stated, certificated motor carriers are greatly concerned 
over the explosive expansion of the agricultural exemption in the Motor Carrier 
Act in the last few years. While I know you gentlemen are familiar with this 
clause and the problems created by it, I would like to highlight a few of the 
historical facts for easy reference. 

The Motor Carrier Act was passed in 1935 to correct conditions later described 
by ~ United States Supreme Court (in American Trucking Associations, Inc. v. 
U. S., 344 U. S. 298, 312), in the following language: 

" i * * the industry was unstable economically, dominated by ease of com- 
petitive entry and a fiuid rate picture. And, as a result, it became overcrowded 
with small economic units which proved unable to satisfy even the most minimal 
standards of safety or financial responsibility.” 

That language fairly adequately describes current conditions resulting from 
confusion due to the widening of the agricultural exemption by court actions of 
the past couple of years. 

The basic purpose of the act was to place under ICC regulation all interstate 
for-hire transportation by motor carriers but certain exceptions were made to 
meet special transportation situations and needs. One of these exceptions, and 
the only one with which we are presently concerned, is the so-called agricultural 
exemption which removes from economic regulation : 

“motor vehicles used in carrying property consisting of ordinary livestock, 
fish (including shellfish), or agricultural (including horticultural) com- 
modities (not including manufactured products thereof), if such motor 
vehicles are not used in carrying any other property, or passengers, for 
compensation ;” 
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This clause got into the act belatedly. The Senate bill contained no such 
provision. The House bill, as introduced, exempted only livestock and “unproc- 
essed agricultural products.” When Congressmen questioned whether the clause 
just quoted would exempt pastuerized milk and ginned cotton, the troublesome 
phrase “agricultural commodities (not including manufactured products there- 
of)” was substituted therefor and became the trouble spot of section 203 (b) (6). 

The purpose of the agricultural exemption, according to Representative 
Holmes, speaking during the debate on the floor of Congress, is “to help the 
farmer and to keep him out of any regulation whatsoever insofar as handling 
unprocesssed agricultural products or livestock on the farm.” 

We submit that recent judicial decisions have broadened the exemption far 
beyond the purpose or goal of Congress and have created a situation which is 
seriously endangering the ability of the regulated carrier to continue to handle 
agricultural products. The problem involves much more than mere interpreta- 
tion of what is processed or what is manufactured. It involves determination 
as to whether the exemption should apply to the transportation of the products 
of great food processing industries. It involves a search for language which 
will draw a clear-cut legislative line across or through the marketing-process- 
ing-manufacturing chain which will give farmers all the flexibility required to 
market their products and yet preserve a healthy public transportation system. 

Let me review briefly some of the developments since 1935. During the first 
20 years of the life of the act, there were many disputes over the meaning of 
section 203 (b) (6) but decisions did not, for the most part, seriously change 
the pattern of exemptions or adversely affect motor carriers. Under these 
relatively stable transportation conditions, the production and marketing of regu- 
lated commodities expanded vigorously. Under the same conditions, certificated 
for-hire carriers, like my own company, invested substantial sums in the expan- 
sion of territory, services, and equipment in order properly to handle this in- 
crease. 

Beginning late in 1954, a series of court decisions removed from ICC eco- 
nomic regulation such varied items as frozen fruits and vegetables, powdered 
milk, dressed poultry, shelled nuts, frozen eggs, and others. This group of 
commodities represents 10 billion pounds (roughly 400,000 truckloads) of pro- 
duction. Much of this production moves by truck and the entry of exempt 
haulers into the previously regulated carriage of it has created highly unstable 
rate and service conditions. The plight of the regulated trucker is heightened 
by the fact that the language in some of these decisions is such as to lead many 
to believe that the courts might in time declare such now-regulated items as 
juices (single strength or concentrated) canned fruits and vegetables, frozen 
prepared foods, and meats to be “agricultural commodities” and therefore 
exempt. 

Thus the court decisions we have been discussing not only changed the exempt 
status of important commodities but also sharply affected the previously estab- 
lished line which had been drawn by the ICC and the courts between agricultural 
commodities on the one hand, and manufactured products thereof on the other. 
The ICC for a long time followed the so-called channel-of-commerce principle. 
However, it receded from this position in its decision in its docket No. MCC- 
968, Determination of Exempted Agricultural Commodities (52 M. C. C. 557), 
decided April 13, 1951. 

In the Determination case, the Commission found— 

“* * * the term ‘agricultural commodities (not including manufactured 
products thereof)’ as used in section 203 (b) (6) of the Interstate Com- 
merce Act means: products raised or produced on farms by tillage and 
cultivation of the soil (such as vegetables, fruits, and nuts) ; forest prod- 
ucts; live poultry and bees; and commodities produced by ordinary live- 
stock, live poultry, and bees (such as milk, wool, eggs, and honey), but not 
including any such products or commodities which, as a result of some treat- 
ment, have been so changed as to possess new forms, qualities, or properties, 
or result in combinations.” 

On April 23, 1956, the United States Supreme Court in an action in which 
Frozen Food Express was involved, reversed the position taken by ICC in the 
Determination case and decided that fresh and frozen dressed poultry was an 
“agricultural commodity” and not a “manufactured product thereof’ under 
section 203 (b) (6) of the Motor Carrier Act. It was in this decision that the 
Court enunciated the “continuing substantial identity’ theory in the following 
language: 
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“At some point processing and manufacture will merge. But where the com- 
modity retains a continuing substantial identity through the processing stage we 
cannot say that it has been ‘manufactured’ within the meaning of section 203 
(b) (6).” 

The United States Supreme Court also affirmed, November 5, 1956, a decision 
of a three-judge Federal district court in the Home Transfer and Storage case 
in the State of Washington that frozen fruits and frozen vegetables were agri- 
cultural commodities and not manufactured products thereof. 

While it is impossible to prejudge the exact effect these decisions will have on 
future court decisions, it seems obvious to us that it could mean a substantial 
additional broadening of exempt haulage. This would further complicate an 
already confused situation. 

We find ourselves thus confronted with these conditions. Many of us have 
specialized in the handling of agricultural products, widening our territory, 
improving our services, and investing large sums in the most modern equipment 
to handle some of these items. Suddenly, because of unexpected court decisions, 
we are faced with some very difficult problems. 

We do not want to give up this business which we have developed and are 
going to do everything possible to hold it. Under regulation, we and others had 
a stability which encouraged us to make the expansions necessary to move to 
market the increased production of many important products, particularly those 
requiring refrigeration. As a group, we took care of the steadily increasing 
production of commodities requiring refrigeration within the confines of the 
areas we were authorized to serve by the Interstate Commerce Commission. 
During the 8 years prior to the exemption of dressed poultry in 1954, we 
equipped ourselves, at very considerable cost, to handle a 50-percent increase 
in its production. We did the same thing for a more-than-doubled volume of 
frozen fruits and vegetables. During the same postwar period, we also were 
busily engaged in expanding our services and equipment to meet the skyrocket- 
ing demands for transportation of a tenfold increase in the production of frozen 
citrus concentrates and a spectacular jump in the volume of frozen prepared 
foods. 

Frozen fruits and vegetables and dressed poultry are now exempt. We are 
concerned about frozen citrus concentrates, frozen prepared foods, meats, canned 
goods, and other currently regulated commodities. .We are particularly reluct- 
ant to invest money in the kind of mechanically refrigerated equipment which 
is necessary to handle such products. Our trailers are specialized in their nature 
and cost from $3,000 to $5,000 more per unit than ordinary dry-freight trailers. 
This type of equipment is not readily convertible to other uses. 

In our business, we find an increasing instability of rates on the more re- 
cently exempt commodities. As each commodity or group became exempt, non- 
regulated carriers seeking new business moved in. So did a few common car- 
riers seeking backhauls in areas or on commodities previously unavailable to 
them. In fact, everyone’s forward movement shortly became a back haul for 
someone else. 

Thus we find ourselves in about the same predicament which obtained 25 
years ago. As mentioned earlier, trucking in its early days was a one-way 
haul. Back in 1935 before there was any regulation, this condition prac- 
tically destroyed truck transportation in its infancy because of the economic 
fact that anything you can put into a truck at any price is better than operating 
itempty. This condition was largely cured by the Motor Carrier Act in 1935. 

Today, through the expansion of exemptions, a similar situation is beginning 
to erupt, particularly in the transportation of processed perishable foodstuffs. 
Processed perishables are now moving in all directions over the country. Many 
carriers such as ourselves have built up and based our operations over a period 
of time upon the regulated transportation of certain of these items recently de- 
clared exempt. 

Trucks are shifting to new commodities and areas and long-established mar- 
keting patterns are being disrupted. We and other carriers find many of our 
certificates valuless. In some instances we have abandoned previously attrac- 
tive business rather than transport goods at a loss. In other cases, badly 
needed back haul volume has been maintained for the present by meeting rate 
cuts at out-of-pocket levels. 

If a common carrier is to fulfill his obligation to the public pursuant to the 
authority granted to him by the Interstate Commerce Commission, he must 
maintain regular and satisfactory service to all who wish to deal with him. 
Under relatively stable conditions created by regulation, he can do this. He 
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ean afford to pay the costs for expanded routes, for new and additional equip- 
ment, for proper maintenance, for adequate insurance, and for trained and re- 
sponsible personnel. When rates fluctuate from week to week, from day to day, 
or even from hour to hour, under frantic and sometimes desperate competition, 
constructive planning and efficient operations are not possible. 

Sellers also are harmed by fluctuating rates. When transportation rates are 
known, sellers price commodities. When rates fluctuate, sellers must first buy 
transportation and then price their goods. 

When one seller or buyer negotiates a transportation rate below the going 
level or gets additional service with no extra cost, he has a temporary advantage. 
However, under unregulated transportation conditions a competitor is bound 
soon to get a similar or better transportation deal and use the cut to regain lost 
business or get new business. In neither case does the farmer, processor, or 
other seller benefit. In both cases, the motor carriers lose revenue and, there- 
fore, are less able to maintain adequate equipment and service. 

It is obvious, particularly to us who have specialized in the transportation of 
processed perishable foodstuffs, that relief is needed if standards of transporta- 
tion are to be maintained on which these industries have been built and the 
distribution systems worked out that are in existence today. It was contem- 
plated by us as we entered into this field, that within the framework of the 
national transportation policy we had a place. There was a need for our 
services. On that premise we have participated in and aided the development 
that you see today in your grocery stores, in which the counters carry perishable 
foods representing a large part of what the housewife takes home. If present 
exemptions continue or are broadened it seems certain that certificated carriers 
will be less and less interested in transporting processed agricultural products 
and the standard of transportation of these high-quality products will be 
lowered. 

The tenor of recent court decisions suggests that no relief can be had by 
judicial action. It is necessary, therefore, to seek legislative change in the 
agricultural exemption provision in the Motor Carrier Act. The American Truck- 
ing Association has given this matter very careful consideration. We urge the 
necessity for prompt legislation which will prevent any further broadening of 
the exemption by administrative or judicial decisions and which will roll back 
or reregulate a few commodities such as frozen fruits and vegetables, frozen 
eggs, dried milk, dressed poultry, shelled peanuts, redried tobacco, and foreign 
wool. We seek no change in the present exemption for raw or prime agricultural 
products or livestock. 

Mr. Milton Ratner who is scheduled to follow me in this hearing will present 
to you further details of the views of the American Trucking Association with 
respect to necessary legislation. 


Senator Smaruers. Senator Schoeppel, do you have any questions? 

Senator ScHorpret. I have none. 

Senator Smatuers. Senator Lausche ? 

Senator Lauscue. No, sir. 

Senator Smaruers. Thank you very much, Mr. Weller. You have 
made a very constructive witness. 

Our next witness is Dr. Ratner, president of the Emery Transpor- 
tation Co. 

Dr. Ratner, we will make your statement in full a part of the record. 
Any way that you can brief it, we will be grateful. To take Mr. 
Weller as an illustration, I think what he had to say had more atten- 
tion of the committee by saying it and what he felt extemporaneously, 
and by summarizing the points, he made a better witness than he would 
have had he read it. 


STATEMENT OF MILTON RATNER, PRESIDENT, EMERY 
TRANSPORTATION CO. 


Mr. Ratner. Mr. Chairman and members of the subcommittee, I 
appear today as the representative of the regulated trucking industry 
devoted to the transportation of perishable commodities. Although 
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I would like to summarize this statement, I think in the interest of 
completeness and in the interest of getting the full position of the 
perishable carriers of ATA before the committee, it might be well if 
I read a brief summary of it as quickly as I can. 

Senator Smaruers. All right. 

Mr. Ratner. My name is Milton Ratner. I am president of the 
Emery Transportation Co., a contract motor carrier. Emery ‘5s an 
Ohio corporation and has its principal office at Chicago, Ill. Emery 
has 26 terminals located in different cities in the Middle West and in 
Eastern States. These terminals are located at such points as Chicago, 
Ill.; Austin, Minn.; Madison, Wis.; St. Louis, Mo.; Cleveland, Ohio; 
Rochester, N. Y.; New York City; Pittsburgh and Philadelphia, Pa. 

My company operates generally in the territory east of Nebraska 
to the eastern seaboard and north of the Ohio River—the group of 
Northeastern and Middle Western States. 

Emery operates about 550 mechanically refrigerated trailers. I be- 
lieve this is the largest fleet of this type of equipment in the country. 
Additionally, we operste about 300 dry freight trailers. The entire 
operation is one in which specialization is toward the transportation of 
foodstuffs, both raw and processed. The annual gross volume of my 
company is about $10 million. 

Senator ScHorpreLt. How many people do you employ? 

Mr. Ratner. Over 1,000. We have invested in our refrigerated 
trailers alone over $5 million. Many other specialized carriers who 
specialize in the transportation of perishable foods likewise have heavy, 
investments in their trailer fleets. 

My company is a family company. It has been owned by my fam- 
ily for many years. For the past 13 years I have been engaged in 
the business full time in the management and in the development of 
the company. 

In testimony presented earlier here by railroad witnesses you have 
been made aware of their concern over the agricultural exemption, 
and in part the recent expansion of the exemption by court action. In 
Mr. Weller’s statement you have been given a short review of the 
administrative and court decisions affecting the interpretation of the 
exemption. He also told you of some of the chaotic conditions with 
respect to rates, services, and marketing that had been created by 
this recent broadening. 

We in the transportation field who depend on the transportation 
of perishable commodities for our existence are fearful that the lan- 
guage used by the Supreme Court in one of its recent decisions, namely 
the Frozen Food Express Case, will lead to a further broadening of 
the exemptions. 

The American Trucking Associations is greatly disturbed by the 
expansion of the exemptions because our members are so vitally and 
directly affected. Our executive committee has decided that the only 
practical way to rectify this currently unstable situation is through 
legislative amendment to the exemption clause of the act. Right here 
I would like to emphasize that ATA is not seeking a repeal of the 
exemption. On the contrary, we recognize the peculiar nature of farm 
marketing and support a reasonable exemption. 

The American Trucking Associations proposes legislation that 
would prevent the further widening of the exemption and therefore 
assure the continued regulation of such important commodities as 
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canned goods, fresh meat, single strength, and concentrated juices, and 
prepared frozen foods. 5 

We propose also that those commodities that were recently declared 
exempt by the court decisions be brought back under ICC control, and 
these commodities that we feel should be brought back under control 
include frozen fruits and vegetables, frozen eggs, powered milk, fresh, 
and frozen dressed or eviscerated poultry, raw shelled peanuts, re- 
dried tobacco, and imported wool. 

Very few if any, of these commodities, that the courts have brought 
into the exempt category by their recent decisions, require the sea- 
sonal flexibility demanded for raw or prime agricultural commodities. 
For the most part, title, and financial interest in these commodities 
has passed out of the farmers’ hands. They are to a large degree in- 
dustrially produced. Nevertheless, they can now be transported by 
motor truck without the type of regulation found to be in the public 
interest as in the case of other industrially produced commodities. We 
do not propose to disturb the present exemptions for grain, cotton, 
fresh fruits, or vegetables, ordinary livestock, live poultry, or other 
raw agricultural commodities. 

Our proposal is a moderate proposal. It calls for regulation of only 
some of the commodities exempted by the court decisions in the last 
2 or 3 years, thus merely partially reinstating conditions that pre- 
vailed for nearly 20 years prior thereto. 

With the restoration of a reasonable degree of stability in rates and 
operating franchises for the commodities involved, regulated for-hire 
motor carriers would be encouraged to reinstate plans for expansion 
of services and the development and purchase of new and improved 
equipment. Without such a change many will turn to other freight 
where they can, and those like my company, and others who have 
limited franchises, will continue to be irreparably hurt, for their par- 
ticipation in the transportation of the commodities under discussion 
will continue to decline, for they have no other traffic that they can 
handle. 

Prompt legislation to bring into law a program such as proposed by 
ATA is vitally needed and many shippers and processors, whether 
private operators or farmer-cooperatives, realize this fact. 

Specifically, the ATA—the American Trucking Associations—pro- 
poses that seven commodities or commodity groups be brought back 
under regulation. These seven represent some of the commodities 
recently declared exempt by court order. 

Further, we decided that as a practical matter we would seek action 
only on those products which were moving by regulated carriers prior 
to the court decision, and that the commodity should have transpor- 
tation characteristics comparable to that of industrially produced 

roducts rather than raw agricultural commodities. 

And lastly, we gave careful consideration to the extent of the direct 
farmer financial or marketing interest in the products. 

The first commodity that we recommend be brought back under 
regulation specifically named in the law is frozen fruits and vege- 
tables. Frozen fruits and vegetables are not farm commodities. They 
are the products of a substantial centralized, highly competitive indus- 
try dominated by large commercial firms. Farmer cooperatives put 
up only a small part of the total pack. The movement of these com- 
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modities is not subject to a heavy seasonal peak or any of the other 
transportation characteristics which justify exemption. 

Frozen fruits and vegetables are now moving exempt. The industry 
that produces these products had an increase in their production from 
1947 to 1956 of nearly three times. The 1956 total production was 
2,000 million pounds. No industry expanding as rapidly as the one 
we are discussing could have successfully marketed its products with- 
out adequate transportation. 

During the period of the growth of this industry from 1947 to 1956 
all of the frozen fruits and vegetables moved by regulated carriers. 

In this workmanlike job of transportation that the regulated motor 
carriers played they did an outstanding job for this industry, pro- 
viding transportation that moved these products to market at zero° 
temperatures. 

Certificated carriers invested millions of dollars in the kind of equip- 
ment necessary to maintain zero° temperatures, and in the facilities 
and services necessary to carry the products to an ever-expanding 
market. They were able to do this because of the stabilizing influence 
of regulation. 

Today the carriers are faced with double jeopardy. We have al- 
ready lost a very substantial amount of our business as a result of 
the recent court decisions which exempted frozen fruits and vegetables. 
We are worried that under the recent court interpretations of section 
203 (b) (6) there will be further commodities declared exempt, such 
as prepared foods, prepared frozen foods and frozen citrus concen- 
trates, products that are still today moving as regulated. 

Senator Lauscug. Mr. Chairman, may I ask a question ? 

Senator Smatuers. Senator Lausche. 

Senator Lauscue. Are you able at all to get any part of that busi- 
ness through contracts free from the regulation after the court has 
declared it to be exempt from regulation? Do you lose it all ipso 
factor when the court says it is not covered by the act, or can you bid 
with others in trying to get it under the designated contract price? 

Mr. Ratner. Senator Lausche, we can keep our share of this traffic 
by meeting the exempt situation on rates. The immediate effect is 
a lowering of the rate level as the exempt carriers move in for the 
traffic. In many instances we are told that we are the incumbent and 
the shipper tells us he would like to leave the business with us, but 
only on the proposition that we meet the new lower rate level. 

Senator Scnorrrent. Mr. Chairman, I would like to ask the witness 
a question. 

What is the differential in the rates, generally speaking, that you are 
confronted with ? 

Mr. Ratner. Generally when a commodity goes exempt there are a 
series of reductions that take place in time. 

Senator Scuorpre.. I think it would be well for us to have it in 
the record here as an illustration. 

Mr. Ratner. There is one movement that my company engaged in 
that has gone to the exempt carriers. We were moving frozen vege- 
tables from Camden, N. J., to Chicago. The regulated rate and the 
Emery rate today is $1.24 a hundred pounds on a 30,000-pound load. 
When the exemption came in the rate dropped to $1.12 initially, then 
it dropped to $1, then it dropped to 93 cents. That is the exempt 
rate moving this traffic today. 
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We haven’t met the exempt situation, and on those occasions, those 
rare occasions when exempt trucks are not available, the traffic is 
tendered to us at our published rate, our regulated rate. So that in 
effect we serve as a standby carrier for the exempt situation. 

Senator Scnorerret. Thank you. 

Senator Smaruers. Does the farmer benefit particularly from this 
lower rate that resulted by reason of unregulated frozen food? 

Mr. Ratner. No, sir, that is the very point we are trying to make 
here today, that these commodities have already passed out of the 
farmers’ hands, and they are industrial commodities. The farmer 
derives no benefit from the lower rate structure. 

Senator Smatuers. Who then derives benefit from this lowered rate 
structure ? 

Mr. Ratner. The middleman derives the benefit, and actually we 
are not sure there is any benefit because of the caliber and the quality 
of the transportation necessarily suffers, and the product is not being 
handled in the same expert manner that it was when it moved as a 
regulated commodity. 

Senator Smatuers. By virtue of this unregulating of, we will say, 
frozen foods in the illustration you have given, does the consumer 
finally end up with a lower price which he or she has to pay? Does 
the housewife eventually get this? Is this savings passed on to her? 

Mr. Ratner. To the best of my knowledge, no. I have checked 
on some specific situations and found that the price to the housewife 
does not come down. 

Senator Smatruers. You don’t know of any particular instances 
where the cost of food has been reduced manaehly to the consumer 
since the rendering of this decision; do you? 

Mr. Ratner. No, sir. 

Senator Smatruers. In other words, has not the reverse been the 
case, that the cost of living, and the cost of food particularly, has it 
continued to go up even in the face of this situation ? 

Mr. Ratner. That is exactly correct. 

Senator Smatuers. Then the logical conclusion is that what benefits 
are derived financially from this decision of the court deregulation 
of, we will say, types of food; neither results in benefit to the farmer 
nor to the housewife ? 

Mr. Ratner. That is correct. 

Senator Lauscue. What makes it possible for the unregulated car- 
rier to bid solow? You mentioned services which are not as efficient 
as those provided by you—what other advantages does he have? 

Mr. Ratner. I have personally checked into several situations, Sena- 
tor. In these situations I have found that the reason the exempt 
trucker can handle these commodities at lower rates than us is, one, 
he is not using good equipment. I have found several instances where 
trailers that we have sold off 5 and 6 years ago that we considered 
obsolete, and that wouldn’t keep zero-degree temperatures, were being 
used by these exempt truckers. They had purchased them in the used- 
trailermarket. I know that they won’t do the job. 

Secondly, they don’t adhere to the hours of service or other safety 
requirements of the Interstate Commerce Commission. 

Thirdly, they very frequently are individuals who really don’t know 
their own cost. They are the victims of a situation of supply and 
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demand and they will take these shipments for any rate that they 
can get, even when it is below their own cost. In the usual situation 
they go out of business after a short time, but there is always another 
one that comes along that has a hundred dollars to invest in a used 
truck and he invests in the one which has just gone out of business, 
So it is not a stable situation among the exempt carriers themselves, 

Senator Smatuers. Go ahead. 

Mr. Ratner. Further expansion of the exemption would further 
magnify the losses to my company, and, under such circumstances, 
this important group of motor carriers, the carriers specializing in 
the transportation of perishables, is standing still insofar as invest- 
ment in new equipment or expansion of service is concerned. 

The organized frozen-food industry recognizes this condition and 
is concerned about it. The board of directors of the National Asso- 
ciation of Frozen Food Packers has declared that exemption has 
created “rate instability, equipment deterioration, and dangers of im- 
proper handling.” 

The frozen-food packers urge support of the Smathers bill, S. 2553, 
which would reregulate frozen fruits and vegetables and would pre- 
vent the spread of exemption to other commodity groups mentioned. 

Requirement for 0° Fahrenheit is absolutely essential and the 
special equipment necessary for the proper transportation of these 
commodities is extremely expensive. One trailer equipped with a 
mechanical refrigerating unit today costs approximately $14,000. 
Such equipment can be assured only if motor carriers are permitted 
to operate under conditions sufficiently stable to keep them financially 
healthy. Reregulation of frozen fruits and vegetables, and protec- 
tion against expansion of the exemption to such other frozen products 
as frozen citrus concentrates, juices, and purees, and frozen prepared 
foods, therefore, is a matter of prime and immediate necessity not only 
for the motor carriers but for the industry which produces them. 

Another commodity that has been declared exempt by recent court 
action is frozen whole eggs. The annual production of frozen eggs in 
recent years is about 350 million pounds. Most of these are put up 
in the Middle West, and the bulk of them move eastward across the 
country and move into commerical food producers such as bakeries. 
Practically the entire production and sale of frozen eggs is by private 
commercial firms, farmer cooperatives handling only a small volume. 
This product has none of the characteristics of raw farm products, 
Farmers’ direct interest in it is nil. It moves fairly steadily through- 
out the year to well-established outlets. Transportationwise, it has 
all the characteristics of the industrial products which are now under 
ICC economic regulation. There is no transportation reason for this 
commodity to be exempt. 

Another feature of the frozen-egg exemption is the fact that the 
court only exempted frozen whole eggs. After the court rendered 
that decision, every type of frozen egg, frozen yolks, frozen whites, 
frozen mixtures of eggs that have additives, all immediately started 
to move exempt, when the court only deregulated the frozen whole 
egg. And the reason, of course, is obvious; that anyone shipping these 
other types of frozen eggs feels that if they are stopped by the Inter- 
state Commerce Commission they will go into court and test this sit- 
uation and get the same result from the courts that have been obtained 
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in recent years on the other frozen products. So, there is a situa- 
tion that develops of immediate spreading of these exemptions to. 
commodities that were not intended to be deregulated by the court. 

Senator Smaruers. Dr. Ratner, right there, assuming that 100 per- 
cent of the frozen whole eggs were carried by regulated carriers prior 
to the decision of the court, today, what percentage of the carriage of 
frozen whole eggs is carried by ceca carriers? In other words, 
how much have regulated carriers lost in this business ? 

Mr. Rarner. More than 50 percent of the volume. And the 50 
percent that does remain with the regulated carriers is moving at 
exempt rates. The regulated carriers have just decided to meet the 
situation and have held onto a part of the traffic, but in many instances 
at rates below their fully distributed cost for handling the traffic. 

Senator LAauscue. Are you able to tell to what extent truckers pro- 
viding the same type of service that you do have been able to take 
away from the railroads this type of carriage, let’s say, in the last 
5 or 10 years? The unregulated truckers are taking it from you; 
what was the movement of that type of carriage, let’s say, in the last 
10 years as between the railroads and the regulated truckers ? 

Mr. Ratner. Senator, in many instances these commodities are 
rather new on the transportation scene. The growth of these com- 
modities, or the industry producing them, has occurred within the 
last 10 years, and the commodities started to move initially by truck 
and by rail in the proper allocation between the 2 modes. There 
was no diversion from one form to another in the last 10 years. 

Senator Lauscue. You think the percentage carried by the rail- 
roads in the last 10 years is about what it was 10 years ago? 

Mr. Ratner. That is correct. And, as the volume has increased, 
each mode has kept its same percentage. But the unregulated 
trucker, the exempt trucker, has moved in for the traffic of both the 
railroad and the regulated motor carrier. We have both lost to the 
exempt carrier. 

Senator Scuorpret. Dr. Ratner, do I understand you properly; 
that it is your position and the position of the people in your indus- 
try, on these agricultural exemptions which have been changed by 
the Supreme Court decisions, that you hold or feel that, if material 
or product has been processed, that places it into a different category, 
out of the hands and way from what was originally intended as the 
agricultural exemptions ? 

Mr. Rarner. That is correct, Senator. The original intention, to 
the best of my knowledge and understanding of the intent of the ex- 
emption in the act, was to aid the farmer in the movement of raw 
farm and agriculture commodities, and to take care of the seasonal 
peaks that occur in the harvesting and the movement of raw farm 
commodities to market. There is an unusual demand on transporta- 
tion facilities at that time. That was the intent originally in the 
act. 

Senator Scnorrrrit. Have you, as an organization, discussed or 
explored this situation with any of the farm-organization people? 

Mr. Ratner. Yes; we have. 

Senator ScHorrre.. What success, if you care to indicate for the 
record, have you had in that regard ? 

Mr. Ratner. We feel, after talking to the farm organizations and 
farm people, that a moderate proposal such as ours, which specifically 
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regulates commodities that were exempted by court action, will meet 
at least with a neutral position on the part of the farm groups. They 
are fearful of any complete rewording of the exemption in the law of 
the situation that might develop then as to the interpretation of a new 
exemption clause. But, by taking the present exemption and specifi- 
cally reregulating those commodities that are not farm commodities, 
such as frozen fruits and vegetables, we feel that that will meet with a 
neutral position on the part of the farmer himself. 

Senator Scuorrre.. In other words, they are not going to be antag- 
onistic, as such, to you from your investigations and what you have 
determined in that regard ? 

Mr. Ratner. We have no unanimous reaction, or there is no con- 
sistent reaction. The reaction of farm organizations to our proposal 
varies. But we feel that there are as many for it as againts it. 

Senator Scuorrrex. The point I am getting at—I am not trying to 
throw the $64 question at you, but charges that come up here that are 
suggested by this subcommittee to the full committee and out of the 
full committee to the Senate proper, of course, are going to have to be 
sustained. If there has been an exploration of these matters and 
understanding and discussion of them, it is always helpful to the legis- 
lative side to have that information to get these respective. bills 
through. It was on that basis that I asked you. 

I take it that in your discussion there was some alarm manifested on 
the part of farm organizations that these matters if carried to conclu- 
sion would ultimately cause damage to the farmers and producers of 
these articles and these commodities. 

Let me go to another phase of this. We have a number of farm 
cooperatives, of course. Some are tremendously large, some medium, 
and some very small. You would think, I take it, that even in a 
cooperative proposition where a number of farmers or groups of them 
had banded together to process these, that they would still fall in the 
same category of processed commodities that should be freed from the 
agricultural exemption as determined by the Supreme Court ¢ 

Mr. Ratner. That is correct, Senator, and more importantly, I feel, 
is the fact that very few of these commodities are produced in any 
volume by farmer cooperatives. 

Senator Scuorrret. That is the way I personally feel about it. I 
think we are going to have to approach it from the standpoint of that 
which has gone through a processing of some type, and away from the 
original intent. 

Mr. Rarner. That is right, and away from the farmers or the 
farmer cooperatives themselves. It is being done by industrial firms, 
by large commercial packers. Certainly it is true in the frozen fruit 
and vegetable industry. 

Senator Scnorrre.. Thank you. 

Senator Smaruers. Doctor, go right ahead now. 

Mr. Ratner. The next commodity that we would like to see brought 
back under regulation specifically is powdered milk. Powdered milk 
is another product which has few if any of the characteristics of raw 
or prime agricultural products. Furthermore, it is a mystery as to 
why the Federal court in Houston declared it to be a nonmanufactured 
product and at the same time declared that condensed milk was manu- 
factured. This is an excellent example of hairsplitting which may be 
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legally correct but raises difficult economic problems for us. This 
commodity should be brought back under regulation. 

To move to another commodity raw shelled peanuts are very im- 
portant to a substantial number of regulated motor carriers, many 
of whom have specialized in its transportation. Annual production 
of this commodity in recent years is in the neighborhood of 800 
million pounds. ‘The transportation of farmers’ stock unshelled pea- 
nuts into shelling plants has a typical seasonal peak. Around 65 per- 
cent of the crop moves in October and November, and an additional 
10 to 15 percent in December. We propose that the unshelled peanut 
remain exempt since it is a raw farm product and has a seasonal peak 
movement. 

By contrast, the movement of shelled peanuts from shelling plants 
to market is amazingly steady throughout the year. In this move- 
ment from shelling plants there are none of the characteristics which 

uire special flexibility. 

enator Scnorrre.. In your judgment and to your knowledges does 
the title generally pass from that farmer when he moves it into the 
shelling plant and it goes into a type of processing? Title generally 
passes there; does it not? 

Mr. Rarner. Yes, sir. 

Senator Scuorrret. Has that been your experience? 

Mr. Ratner. That has been our experience throughout this entire 
situation. 

Shelled peanuts are an excellent example of the type of product 
whose transportation needs are distinct from the transportation needs 
of raw or prime products. Yet this commodity is not properly dis- 
tinguished by any interpretation of the phrase “not including manu- 
factured products thereof” in section 203 (b) (6). 

To properly distinguish these two commodities, unshelled and 
shelled, according to transportation needs, requires a change in the 
exemption clause. 

Fresh or frozen dressed or eviscerated poultry is another commodity 
of anon importance that we recommend be brought back under 
regulation. 

ressed poultry, fresh or frozen, is the product of a rapidly ex- 
anding industry. This is true in particular with respect to broilers. 
The commodity is highly perishable, it requires good equipment and 
expert handling to get it to market in proper condition. Such per- 
formance can be assured only under the reasonably stable conditions 
provided by ICC economic regulation. Instead of such conditions the 
industry has been subjected to violent cutthroat competition since 
dressed poultry was declared exempt in 1954. As a result, the volume 
handled by reputable certificated carriers has been cut sharply, and 
transportation has drifted into the hands of the exempt hauler. 

Many of these exempt truck operators are inadequately financed. 
They are not adequately insured, and many ignore important safety 
regulations such as driving hours of service set up by the Interstate 
Commerce Commission. We submit that such conditions cannot con- 
tinue without serious harm to the transportation industry and to the 
poultry processor and to the public. 

I would like to relate the experience of my company in the trans- 
portation of poultry which will illustrate what has happened since 

the exemption. Emery, under regulation, moved a large volume of 
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frozen poultry out of cold storage warehouses in St. Louis, Mo., Chi- 
eago, Il]., and Toledo and Cleveland, Ohio, into principally the Phila- 
delphia commercial zone. The exempt rate from Chicago to Phila- 
delphia is approximately 25 cents a hundred pounds less than the 
regulated Emery rate. This is a reduction of about $65 a truckload. 
We made a special cost study to determine our position and decided 
not to meet the exempt situation on this movement because it resulted 
in an out-of-pocket loss, and we have lost as a result of this almost all 
of the business. 

Commoditywise we have here a situation not unlike that for frozen 
fruits and vegetables in which direct interest to the farmers in the 
product itself is very small. For instance, farmer cooperatives put 
up less than 15 percent of dressed turkeys, 3 to 5 percent of the broil- 
ers, and 2 percent of fowl. And this product moves to market at a 
fairly steady rate throughout the year, just as other industrially pro- 
duced commodities. The transportation is very similar to that of 
meat and meat products which are not exempt. 

We therefore strongly urge that fresh or frozen dressed or evis- 
cerated poultry should be placed back under ICC regulations. 

Senator Scuorrret. I would like to ask you another question there 
from a little different angle, namely the safety angle from the stand- 
point of the food itself. You regulated carriers have terminals in a 
lot of these places, obviously ¢ 

Mr. Ratner. Yes, sir. 

Senator Scuorrret. When you deliver frozen fruits and vegetables, 
and say meats and poultry as you have just been discussing, do the 
regulated carriers generally have accommdations where, if somethin 
goes wrong at the end of the terminal, they are able to take care o 
that and keep it in proper shape and form for delivery say the next 
day, whereas some of these unregulated carriers might not have that 
type of facility? Is that true or not ? 

Mr. Ratner. That is very true. That is the exact situation. On the 
movement of a perishable commodity from the Middle West to the 
eastern seaboard that trailer would be checked three times en route 
as to whether the mechanical refrigerating unit was operating, on the 
Emery line, and then when it arrived at destination it would come into 
wu terminal where the load could be protected, and at each of these 
points of check, if anything were to Sota mechanically to the re- 
frigerating unit, we have spare units to put into the trailer to replace 
the unit that has gone out of operating condition. 

We have mechanics there to repair units that don’t have to be re- 
placed. In the case of the exempt trucker he just takes off like a ship 
going to sea. He goes out into the wild blue yonder and there is no 
check, there is no terminal. There may be a little office somewhere 
with one individual sitting in it, and a telephone. But there aren’t 
any installations for proper care of the product. 

Senator Scuorrret. That, in my judgment, is a very important 
thing. It is something we must take into consideration because it is 
a vital factor that is likely to enter into that type of cargo if it is 
contaminated in any way. 

Mr. Ratner. That is very true. We have been told by the shippers 
that they prefer and still want us to continue to handle their move- 
ments of these frozen products. But the economic situation is such 
that they must have us meet the exempt rates. 
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Senator Scuorrret. Thank you. 

Mr. Ratner. Redried tobacco is another commodity that we recom- 
mend be brought back under regulation. Between 80 and 90 percent 
a +r total production of leaf tobacco, around 2 billion pounds, is 

ried. 

Normal movement of such tobacco is from farm to auction, auction 
to drier, and then from drier to warehouse. It usually stays in ware- 
houses from 114 to 3 years, and then moves to a tobacco factory or to 
a port for movement overseas. 

edried tobacco remained in regulated status from the passage of 
the Motor Carrier Act in 1935 until February 1953, when a circuit 
court upheld a lower court decision that redried tobacco is an exempt 
agricultural commodity. 

In 1954 and in 1955 legislation was introduced in Congress which 
would have placed back under regulation all leaf tobacco “other than 
that moving from farm to warehouse or other original storage or 
marketing.” This language would have covered all of the movement 
of all leaf tobacco, green as well as redried, from auction market to 
drier or from farm to drier. The bill died in committee. 

The ATA proposal is more moderate and asks only that redried 
tobacco which moves from warehouse usually to large plants, be 
brought back under regulation. 

The last commodity that ATA is asking at this time to be brought 
back under regulation is imported wool. The agricultural exemption 
in the Motor Carrier Act was designed to protect the United States 
farmer. Imported wool moves in direct competition with subsidized 
domestic wool. Its transportation is important to many regulated 
carriers, and we feel there is no reason why imported wool should be 
exempt, and it should be brought back under regulation. 

In summary, the regulated motor carrier industry urges that legis- 
lation be enacted that will stop any further exemption of agricultural 
commodities by court action, and that frozen fruits and vegetables, 

wdered milk, frozen whole eggs, raw shelled peanuts, Seals or 
feenen dressed or eviscerated poultry, redried tobacco, and imported 
wool be brought back under regulation. 

Senator Scuorrre.. I have a question, Mr. Chairman. 

Senator Smatuers. Senator Schoeppel. 

Senator Scuorrre.. In your business no doubt you have a break- 
down as to the types of commodities that you haul. What percentage 
of your commodities would you say have been definitely affected by 
these Supreme Court decisions ? 

Mr. Ratner. Thirty percent. 

Senator ScHOEPPEL. Thank you. 

Senator Smatuers. Senator Magnuson? 

The Cuarrman. I want to ask one question. 

You stated an example of where some $65 was saved in transporta- 
tion costs to eastern markets per load. Do you think the farmer got 
that 65 extra dollars that was saved by an unregulated carrier? 

Mr. Ratner. I am almost positive he didn’t. 

Senator Smatruers. Nor the consumer, it was your testimony a 
minute ago? 

Mr. Ratner. That is correct. 

Senator Smaruers. Neither the farmer nor the consumer benefited 
by this decision. 
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The Cuarrman. If the farmer benefited by it, your position might 
be different ? 

Mr. Ratner. That is correct. We would realize that it would be a 
difficult situation to ask the farmer to give up something. 

ane CuarrMAN. Senator Potter, we are delighted to have you with 
us today. 

Senator Porrer. Mr. Chairman, I am delighted to be here. I am not 
a member of this subcommittee but I am a member of the full com- 
mittee. 

I realize these are very important hearings that are now taking 
place. I personally regret that I wasn’t here yesterday when you had 
two distinguished men from Michigan testify before the committee, 
Mr. Walter Carey and Mr. Lawrence Rahilly. 

Senator Scuorrret. We took care of them. 

Senator Porrer. I knew that they were in friendly hands so I didn’t 
have to worry. 

I wish to commend the committee for receiving the witnesses that 
they have before them. 

Senator Smaruers. Thank you, Senator Potter. 

Senator Lausche, do you have any questions ? 

Senator Lauscue. Yes. 

Mr. Ratner, you stated that you have 550 refrigerated trailers; is 
that correct ? 

Mr. Ratner. That is correct. 

Senator Lauscue. And 300 of some other type of trailers. What 
were they ? 

Mr. Ratner. Those were van trailers, trailers without insulation, 
for the movement of dry freight. 

Senator Lauscue. How many trucks do you have to pull these 
trailers? 

Mr. Ratner. About 500 power units. 

Senator Lauscne. And youemploy a thousand persons ? 

Mr. Ratner. That is correct. 

Senator Lauscue. How many terminals do you have? 

Mr. Ratner. Twenty-six. 

Senator Lauscue. Can you tell me what the total volume of your 
business is per year? Let’s say 1957. 

Mr. Ratner. About $14 million. 

Senator Lauscue. I suppose that on your books you have a break- 
down of what you pay in taxes—l, real estate; 2, license fees for your 
tracks 3, public utility fees; 4, fuel, either diesel or gas. Do you have 
that ¢ 

Mr. Ratner. Yes, we have that complete breakdown. 

Senator Lauscne. And your third-stage tax on trucks, I suppose 
you have that separately, have you ? 

Mr. Ratner. Yes, particularly the third-stage on trucks for each 
State that has such a tax. 

Senator Lauscue. Would it be too large a task for you to submit 
a statement showing what funds you pay out to the Government by 
way of unemployment-compensation tax, workmen’s compensation 
tax, retirement tax, if you have any? In other words, I would like 
to get a complete statement of your total income and then a break- 
down of the taxes which you pay, including workers’, such as unem- 
ployment, workmen’s compensation, and retirement. 
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Mr. Ratner. Their pension plan? 


aan Lauscue. Yes. If you have a private pension plan, include 
at. 


The reason I would like it is to see what the comparison is on these 
different items with regard to the claim of the railroads that they have 
a big burden on the Employees Retirement Act, and other burdens 
that are placed upon them by the Federal Government. 

You can do that ? 

Mr. Ratner. Yes, sir; we can. Would you like me to file that as 
an exhibit ? 

Senator Smaruers. Yes; the Senator would like to have that as 
an exhibit. 

The Cuartrman. I think, Senator Smathers, he ought to file it for 
the benefit of the committee, and we should determine later whether 
we would put it in the record, after we look at it. 

Senator Smatuers. You have no objection to making it a part of 
the record, do you ? 

Mr. Ratner. Our records are kept — to ICC accounting 
practices. We file an annual return with the Interstate Commerce 
Commission. 

(A letter subsequently received by the chairman from Dr. Ratner 
is as follows :) 

THE EMERY TRANSPORTATION CO., 
Chicago, Ill., March 7, 1958. 
Hon. Georce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

My Dear SENATOR SMATHERS: Attached to this letter is an exhibit which 
supplies the information requested by members of your subcommittee and the 
full committee. 

When I appeared as a witness before your subcommittee, I was testifying on 
behalf of the Emery Transportation Co., since this is the company which is per- 
mitted and does handle various types of foodstuffs, including perishables. I testi- 
fied that the annual volume of business for 1957 was approximately $14 million. 

I have authority from the Interstate Commerce Commission for joint control 
with Emery of the Midwest Transfer Co., of Illinois, also a contract carrier in 
interstate commerce. This company transports mainly roofing and building 
materials. The rolling stock, the terminals, and all personnel are used jointly 
by the two carriers; therefore, it is impossible for me to separate the picture for 
Emery and I am supplying the committee with the combined revenue and statis- 
tics for Midwest and Emery, as indicated on the atached exhibit. 

I would like to take this opportunity to thank you and the members of the sub- 
eommittee for the courtesies extended to me during my appearance as a witness. 

Very truly yours, 
Mrixton D. Ratner, President. 
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Midwest-EHmery schedule of taxes and licenses and payroll taxves and profits 
for the year 1957 


| 


Subcontrac- 
tors! 


| Company 


Taxes and licenses: 
Real estate__.._- rinses eal $34, 167 
Vehicle licenses and. public utility fees. 108, 745 
Federal gross weight tax : 16, 539 
Wiles WGN i yan eee ‘ 205, 938 
Ohio axle tax 2 ; | 69, 600 
New York ton-mile tax 2__ 32, 564 
Turnpike fees (for toll road operation) -_------- 526, 310 
Federal and State income taxes..._.........----- 61, 339 


ON AUN nan 4 pte eennkt ag tnticieeiaes -aigh cnet hh ee 1, 056, 202 1, 324, 891 





Fringe payments: 
Social-security benefits_..____- canes 97,024 
State and Federal unemployment compensation. 
Workmen’ a. - sad wdtinesendan indies 
IONE TONES os ccnwcencnscncannus ans 
Health and welfare. ..........-.-- 


BOOB ase ack teenianctcdeelicdbianshscseed 





Total wages for 1957___._- aot 
Percent taxes and other e mploy ee benefits to pay i catecs 





Total revenue for 1957. __-_...-- ‘ 
Percent taxes and licenses to revenue . 
Percent taxes, licenses, and fringes to revenue 16. 49 





1 Both Midwest and Emery employ some subcontractors for line haul and terminal operations and this 
reflects their taxes, 
2 So-called 3d structure taxes. 


(Following is a letter subsequently received relative to this subject :) 


ASSOCIATION OF AMERICAN RAILROADS, 
BUREAU OF RatmLWway ECONOMICS, 
Washington, D. C., March 13, 1958. 
Senator Grorce A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DEAR SENATOR SMATHERS: At the hearings before the Subcommittee on Sur- 
face Transportation regarding the railroad situation on February 18, 1958, dur- 
ing the testimony by Mr. Milton Ratner, president, Emery Transportation Co., 
reference was made to payroll taxes and other employee benefits paid by rail- 
roads and by trucking companies. It was requested that comparative data on 
these matters be submitted for inclusion in the hearing record and we are glad 
to comply with this request as to the railroads. 

We believe that such data are most meaningful with respect to the railroads 
generally rather than to a particular railroad and, therefore, the following data 
pertain to all class I railroads. 


1957 





Payroll taxes: 
Retirement_. oweblen ea anties , " $269, 281, 964 $258, 746, 000 
Unemployment insurance. .__-_-_- x 64, 930, 002 82, 832, 000 


Supplemental pensions _- aonltou 47, 709, 337 50, 000, 000 
Health and welfare benefits....._.- ‘sin eonsinraned fpn ication caebsanigae arena 61, 655, 207 97, 000, 000 


De cialis asia tiet ‘ 448, 576, 510 488, 578, 000 


| 


Total compensation to employees---_- Senecaaan r sé 324, 672,032 | 5, 327 7,000, 000 
Total operating revenues. - --- a. Ei 10, 550, 942, 886 10, 491, 403, 273 


334, 211, 966 | 341, 578, 000 





Percent employee benefits and taxes of total compensation to employees. & ; . 9.2 


Percent employee benefits and taxes of total operating revenues. --.------| , 4.7 
| 
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As these figures show, employee benefits and payroll taxes amounted to 9.2 
percent of total compensation paid to employees in 1957, and to 8.3 percent in 
1956. The increase is attributable principally to a higher unemployment insur- 
ance tax rate and to greater health and welfare benefits. 

If you desire further information on these matters, we shall be glad to furnish 


it. 


Sincerely yours, 
J. ELMER MONROE, 


Vice President. 


Senator Smatuers. Senator Monroney, we are delighted to have 
you with ustoday. Do you have any questions? 

Senator Monroney. Thank you. 

I am not a member of the subcommittee, but I am interested in 
transportation of all types. I was interested in Senator Lausche’s 
question about retirement. 

za pay full social security tax on all of your employees; do you 
not ¢ 

Mr. Ratner. That is correct. 

Senator Monroney. I imagine most of your companies having con- 
tracts with various unions have various other retirement programs 
in addition to the ordinary social security ? 

Mr. Rarner. Yes, sir. We have two plans in our union contracts 
that are completely contributed to by the employer, by our company. 
One is a health and welfare plan, and the other a pension plan. 

Senator Monronry. In other words, the pension plan supplements 
the social security tax which you pay for your employees? 

Mr. Ratner. That is correct. 

Senator Monronry. And while the social security tax is less per- 
haps than the Railroad Retirement Act provides for railroad em- 
ployees, you supplement that with the negotiated plans with your 
employees on a pension plan ? 

Mr. Ratner. That is correct. 

Senator Monroney. Can you give us any idea of what percentage 
that runs to on your payroll ? 

Mr. Ratner. I don’t know for sure, but the pension plan for union 
employees is in the range of about 2 percent of payroll. 

Senator Monroney. About 2 percent of payroll? 

Mr. Ratner. Yes, sir. 

Senator Monroney. So if you pay 2 percent social security tax now 
and 2 percent on the other, you arrive at about a 4 percent retirement 
cost as to payroll ? 

Mr. Ratner. That would be approximately correct. The pension 
plan is a fixed sum of dollars per week per employee. The employee’s 
earnings may vary, where the payment into the pension plan is fixed. 

Ta ONRONEY. And you pay unemployment compensation tax 
as well? 

Mr. Ratner. Oh, yes, in the States. 

Senator Monroney. Do the railroads pay that or is that under 
another piece of legislation ? 

Mr. Ratner. I don’t know. 

Senator Monroney. I would like to ask counsel to supplement the 
record on that. 

Mr. Barton. They are under railroad retirement, Senator. 

Senator Monroney. The unemployment? 
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Mr. Barron. It is in one of their plans, provided for in separate 

legislation. 
enator Monroney. It is not under the general Unemployment 
Compensation Act? 

Mr. Barton. No, sir; it is under the Railroad Unemployment In- 
surance Act. 

Senator Lauscue. My recollection is that the railroads said they 
were paying 10 or 10.5 percent of their salary load in the form of 
contributions to the Federal funds. I would like to have the record 
show what that is at this time. I may be mistaken about the amount. 

I do suggest that in the submission of your report that you include 
all of these items which are of benefit to the worker, that is, work- 
men’s compensation, unemployment compensation, social security, or 
whatever else it might be. 

Senator Smaruers. Suppose for the record that we will, when we 
get this information from Mr. Ratner, for purposes of illustration, 
set up in the record beside that information which had been supplied 
to us by some typical railroad so that we can make a comparison easily 
by looking at one page. 

Senator Monrongy. In my own State of Oklahoma, the trucks very 
wisely put on each truck the amount of taxes, both local and Federal, 
that that truck had paid for the previous year. Do you have any 
figures on that for your line about the aggregate amount of taxes 
that the truck has to pay for its operation in all phases of its work? 

Mr. Ratner. I don’t have that figure per truck, Senator, available. 

Senator Monroney. I thought you might have it on an average. 
You don’t recall from memory what it would be? 

Mr. Ratner. I can hazard a guess. It would be over $2,000 a 
truck. I would have to get the exact figure. 

Senator Monroney. You pay, of course, the State gasoline tax, the 
same as any other individual pays. There is no reduction for truck 
use in the State gasoline tax, and there is a Federal tax, also? 

Mr. Ratner. There is no reduction. And in the case of diesel fuels, 
frequently the State tax is higher than on the gasoline tax used by 
automobiles, generally. 

Senator Monroney. Generally they try to equate the mileage yield 
of diesel with the gasoline tax; is that correct ? 

Mr. Ratner. That is correct. 

Senator Monroney. So there is no way that you can escape the 
highway users’ tax ? 

r. Ratner. No; there isn’t. 

Senator Monronry. And you get a tax later on on the licensing of 
the truck, too; do you not? 

Mr. Ratner. That is correct. 

Senator Monronzy. What is the neighborhood of that license fee 
for each truck ? 

Mr. Rarner. In Illinois our license fee per tractor-trailer combi- 
nation is about $900. 

Senator Monroney. That is for 1 year? 

Mr. Ratner. That is correct. 
en Monroney. And the tax you pay on fuel is in addition to 
that 

Mr. Ratner. That is our second structure. 
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Senator Monronry. And you have another tax for road mileage? 
Some States do. 

Mr. Ratner. In Illinois it is very nominal because the first structure 
is quite high, the license plate. But in other States that we operate 
in, such as Ohio and New York, we have a third structure of tax. 

Senator Monroney. A third-structure tax? 

Mr. Ratner. Yes, sir. 

Senator Monroney. Based on mileage that the truck runs in addi- 
tion to its license fee and to its fuel tax? 

Mr. Ratner. That’s right. And it depends on the weight or the 
number of axles, depending on the State. Then to a large measure, my 
company uses the toll-road system between the Middle West, and the 
East. We traverse the Ohio Turnpike and the Pennsylvania Turn- 
pike, the New Jersey toll road, and the New York State Thruway. All 
of these are toll roads and we pay for the use of these roads quite 
handsomely and receive no refund for our fuel taxes while we are 
using these roads, even though they are private. 

Senator Monroney. You pay the tax for the fuel used on those 
roads, those in the Interstate Highway System which is being built 
in those States which have toll roads which would traverse the general 
route of the free interstate highways—so you are paying in the Federal 
tax at least that which was put on to pay for the Interstate Highway 
epee are paying for a toll on a road that you are not getting 
free use of. 

Mr. Ratner. That is exactly correct, we are paying for something’ 
and not getting it. 

Senator Monroney. Thank you, Mr. Chairman. 

Senator Smaruers. Mr. Ratner, may I emphasize to you again the 
importance of the problem which Senator Schoeppel presented to you; 
that is, getting agreement from the farm organizations, insofar as it 
is possible to specify corrections to which you people can agree. 

After all, this is a legislative committee. We are also interested in 
the farm problem and I must tell you that it expedites passage of 
legislation when it is presented to us and we are told that the people 
who are involved are all in agreement. I would urge you to spend 
considerable time in the next couple of weeks with the farm organiza- 
tions working on that problem. 

Thank you very much, Doctor. 

Mr. Ratner. Thank you. 

(The printed statement of Dr. Ratner is as follows :) 

Mr. Chairman and members of the subcommittee, my name is Milton Ratner. 
I am president of the Emery Transportation Co., a contract carrier. It is an 
Ohio corporation, and its principal office is at 7000 South Pulaski Road, Chicago. 
We have terminals in 26 points in the Eastern and Midwestern States, including 
Chicago, Austin, Minn.; Madison, Wis. ; St. Louis; Rochester, N. Y.; Philadelphia, 
and New York City. Our operational territory embraces 15 States east of Ne- 
braska and north of the Ohio River. 

My company is now operating some 550 mechanically refrigerated trailers. 
This, I believe, is the largest fleet of such trailers in this country. Additionally 
we operate about 300 dry-freight trailers. We specialize in the transportation 
of foodstuffs, raw and processed. Our gross volume is around $10 million per 
year. Our operation, in which we have invested more than $5 million in fleets 
alone, has more than quadrupled in size in the last 10 years. 

Ours is a family business. It happens that I am a medical doctor by pro- 
fession, but upon the death of my father following World War II (in which I 


saw service as a medical officer), I entered into this business and have for 13 
years been completely engrossed in its management and development. 
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Today I have the honor to appear before you as a representative of that seg- 
ment of the regulated trucking industry which is devoted to the transportation 
of perishable commodities. 

The purpose of the Motor Carrier Act, you will recall, was to place under Fed- 
eral regulation the interstate for-hire transportation by motor carriers of all 
types of freight. The agricultural exemption clause—section 203 (b) (6)—was 
inserted as exception to the basic goal of the act. This clause was designed and 
intended to aid the farmers of the Nation to meet certain special transportation 
needs in the marketing of their production. 

In testimony presented earlier in this hearing by railroad representatives you 
have been made aware of their concern over the agricultural exemption and its 
recent expansion. In Mr. Weller’s statement you have a review of certain ad- 
ministrative and court decisions affecting the interpretation of this exemption. 
He told you also of the chaotic conditions with respect to rates, service, and mar- 
keting which already have been created by the recent broadening of the exemp- 
tions. In addition, we who depend upon the transportation of perishable com- 
modities for our existence, are fearful that the language used by the Supreme 
Court of the United States in one of its decisions (Frozen Food Express case) 
will lead to further broadening of the exemption to cover such items as single 
strength or concentrated juices, canned goods, and meats. 

The American Trucking Associations is greatly disturbed by the expansion of 
exemptions, because our members are so directly and vitally affected. Our ex- 
ecutive committee has decided that the only practical way to bring commonsense 
into a currently unstable condition is through legislative amendment to the 
exemption clause and has developed a moderate proposal to bring this about. 
Right here I would emphasize that we do not seek to repeal the agricultural ex- 
emption. On the contrary, we recognize the peculiarities of farm marketing and 
support a reasonable exemption, as we shall show later in this statement. 

The proposal of American Trucking Associations would, if translated into 
legislation, prevent further widening of the exemptions; it would assure the 
continued regulation of such important commodity groups as canned goods, 
meats, single-strength and concentrated juices, and frozeu-food products; it 
would place back under ICC economic control frozen fresh fruits and vegetables, 
frozen eggs, powdered milk, fresh or frozen dressed or eviscerated poultry, raw 
shelled peanuts, redried tobacco, and imported wool. 

Few, if any, of these commodities require the seasonal flexibility demanded 
for raw or prime farm products. For the most part, title and financial interest 
in them have passed out of the farmers’ hands. They are to a large degree 
industrially produced. Nevertheless, they can now be transported by motortruck 
without the type of regulation found to be in the public interest in the case 
of other industrially produced commodities. 

We would not disturb present exemptions for grains, cotton, fresh fruits and 
vegetables, ordinary livestock, live poultry, or other raw or prime agricultural 
commodities. 

Ours is a moderate proposal, which calls for the regulation of only those 
commodities exempted by court decisions in the past 2 or 3 years, thus merely 
reinstating conditions prevailing for nearly 20 years prior thereto. This pro- 
posal is to restore authority for the economic regulation of motor vehicles now 
hauling millions of tons of processed foodstuffs on an exempt basis. It also 
would assure shippers of these commodities—large and small alike—that trans- 
portation rates and services for all of them would be the same. 

With restoration of a reasonable degree of stability in rates and operations 
for the commodities involved, for-hire motor carriers would be encouraged to 
reinstate plans for expansion of services and the development and purchase 
of new and improved equipment. Without such a change many will turn to 
other freight and their participation in the transportation of the commodities 
under discussion and of other processed agricultural commodities will decline. 
Prompt legislation to effectuate a program such as proposed by the American 
Trucking Associations is vitally needed and many shippers and processors, 
whether private operators or farmer cooperatives, realize this. 

Specifically the proposal of the American Trucking Associations involves 
only seven commodities or commodity groups. You may wonder why these 
seven items were picked for reregulation and other exempt products ignored. 
Actually, the list is a compromise. However, in making it up we did apply 
certain ¢riteria as a guide to our selection. First, we felt that only commodi- 
ties recently declared exempt by court order should be included. (This has been 
followed except for foreign wool, which is a special case.) Second, we decided 
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that as a practical matter we would seek action only on products which were 
important from a tonnage basis. Third, we agreed that there should be a 
4 “transportation reason” for their regulation—that the transportation pattern 
iy for the commodity should be comparable to that of industrial products rather 
rf than like that of agricultural commodities. Fourth, we gave careful con- 
; sideration to the extent of direct farmer financial or marketing interest in the 
i products. I think you will agree as I review with you the factual highlights 
5 with respect to each of these commodities that we have applied these criteria 
carefully. 





FROZEN FRUITS AND VEGETABLES 


Frozen fruits and vegetables are not farm commodities. They are the products 
of a substantially centralized, highly competitive industry dominated by large 
commercial firms. Farmer cooperatives put up only a very small part of the total 
pack. The movement of these commodities is not subject to heavy seasonal peaks 
or other peculiarities of the kind which justify exemption. 

; Frozen fruits and vegetables are the hub of a spectacularly expanding frozen- 

er food industry. Their total production in 1956 was 2,000 million pounds, nearly 
8 times that of 1947. Two of the groups within this industry showed even more 
striking increases: Frozen citrus concentrates, juices, and purees increased ten- 
fold to 1,000 million pounds during the same period ; frozen prepared foods jumped 
from very small amounts up to 600 million pounds in 1956. 

Frozen fruits and vegetables are now exempt. The other groups are still sub- 
ject to regulation under ICC rules, but their nonexempt status is uncertain because 
it has not been subject to court review. No industry expanding as rapidly as the 
one we are discussing could have successfully marketed its product without 
adequate transportation. Adequate transportation for these high quality but 
vulnerable frozen products requires reliable, responsible carriers and zero tem- 
peratures. The fact that the industry did expand and did market its products suc- 
cessfully attests to the fact it had such transportation. The point I want to 
emphasize is that the transportation system which furnished this excellent serv- 
ices was regulated transportation. 

In this workmanlike job of transportation motor carriers played a leading 
role. Certificated carriers invested millions of dollars in the kind of equipment 
necessary to maintain zero temperatures and in the facilities and services neces- 
sary to carry the products to ever-expanding markets. They were able to do this 
because of the stabilizing influence of regulation. 

Today these carriers are faced with double jeopardy. They already have been 
hard hit by the exemption of frozen fruits and vegetables, and they are greatly 
eoncerned that courts may rule that frozen citrus concentrates and frozen pre- 
pared foods also are exempt under the provisions of section 203 (b) (6). They 
already have lost business or had their income cut through unstabilized rates and 
by the inroads of unregulated truckers. Further expansion of the exemption 
would greatly magnify these losses. Under such circumstances this important 
group of motor carriers is standing still, so far as investment in new equipment 
or expansion of services is concerned. 

The organized frozen-food industry recognizes these conditions and is concerned 
about them. The board of directors of the National Association of Frozen Food 
Packers, evidencing such recognition, has declared that exemption has created 
“rate instability, equipment deterioration, and dangers of improper handling.” 
The frozen-food packers urged support of the Smathers bill, S. 2553, which would 
reregulate frozen fruits and vegetables and should prevent a spread of the exemp- 
tion to the other two groups mentioned here. 

Requirements for zero refrigeration and special services for the proper trans- 
portation of these commodities are extremely high and expensive. Such equip- 
ment and service can be assured only if motor carriers are permitted to operate 
under conditions sufficiently stable to keep them financially healthy. Reregula- 
tion of frozen fruits and vegetables and protection against the expansion of 
exemptions to such other frozen products as frozen citrus concentrates, juices, 
and purees, and frozen prepared foods, therefore, is a matter of prime and imme- 
eee necessity not only for motor carriers but for the industry which produces 

em. 

(Frozen fruits and vegetables were declared exempt in the Home Transfer 
and Storage case by a three-judge Federal district court, May 7, 1956. On 
November 5, 1956, the United States Supreme Court affirmed the decision. In the 
Frozen Food Express case, a three-judge Federal district court in Houston, De- 
cember 31, 1956, declared fruits or vegetables (quick frozen) to be exempt. This 
was affirmed by the United States Supreme Court, October 14, 1957.) 
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FROZEN EGGS 


Annual production of frozen eggs in recent years has been about 350 million 
pounds. Most of these are put up in the Midwest. The bulk of production goes 
to bakeries. Hospitals, restaurants, and noodle factories consume small pro- 
portions. Practically the entire production and sale of frozen eggs is by private 
commercial firms, farmer cooperatives handling only a very small volume. 

As a matter of fact, the Court exempted only whole eggs. However, the 
transportation of other egg products is being handled as though exempt. Frozen 
yolks, frozen albumen, frozen mixes with additives are all now moving as ex- 
empt commodities. This is an example of the confusion which develops in 
this kind of a situation. The whole list of frozen-egg products, therefore, should 
be returned to ICC economic regulation. 

This product has none of the characteristics of raw farm products. Farmers 
direct interest in it is nil. It moves fairly steadily throughout the year to well- 
established outlets. Transportationwise, it has all the characteristics of the 
industrial products which are now under ICC economic regulation. There is no 
transportation or farmer-interest reason for its exemption. 

(Frozen whole eggs, in the Frozen Food Express case, were declared exempt 
by a three-judge Federal district court in Houston, December 31, 1956.) 


POWDERED MILK 


Powdered milk is another product which has few, if any, of the character- 
istics of raw or prime agricultural products, including transportation needs. 
Furthermore, it is a mystery to most as to why the Federal court in Houston 
declared it to be a nonmanufactured product and at the same time declared 
that condensed milk was manufactured. 

In 1956, production was approximately 1,700 million pounds, and about 50 
percent of this total came from Wisconsin and Minnesota. Around 350 manu- 
facturers engage in its production. Farmer cooperatives account for somewhat 
over half the total. This product has a continuing surplus above domestic 
commercial demand of approximately 50 percent. This surplus is sold to the 
Government at fixed prices, and the bulk of such tonnage moves by rail. 

If exemption should result in downward rate adjustment, therefore, it would 
affect primarily the portion sold into commercial Channels. With a 50-percent 
surplus, competitive selling by cooperative and private manufacturers would 
hold f. o. b. prices at Government support levels, and, thus, effectively prevent 
any part of such a reduction from getting to farmers. 

(Powdered milk was declared exempt by a three-judge Federal district court 
in Houston, December 31, 1956, in the Frozen Food Express case. Affirmed by 
United States Supreme Court, October 14, 1957. ) 


RAW SHELLED PEANUTS 


Raw shelled peanuts are very important to a substantial number of regulated 
motor carriers, many of whom have specialized in its transportation. Annual 
production in recent years is in the neighborhood of 800 million pounds. Most 
of this originates in the Virginia-North Carolina area and in other Southeastern 
States. Important quantities also come from the Southwest. For the most 
part, these peanuts are handled and sold by commercial operators. 

The transportation of farmers’ stock unshelled peanuts into shelling plants 
has a typical seasonal peak. Around 65 percent of the crop moves in October 
and November, and an additional 10 to 15 percent in December. We propose that 
this commodity continue to be exempt. 

By contrast, the movement of shelled peanuts from shelling plants to market 
is amazingly steady throughout the year. (A study by the U. 8S. Department of 
Agriculture covering the 1950-51 to 1952-53 seasons reveals that only 11 percent 
of the annual total moved in the peak month, and that smallest shipments in 
any month represented about 5.5 percent of the annual total.) 

Edible shelled peanuts comprised around 75 percent of all shelled peanuts. 
They are used for three principal purposes—peanut butter, salted peanuts, and 
peanut candy. The balance are crushed for oil. Neither the location nor the 
purchases of firms manufacturing these edible products, or those which crush 
peanuts, change much from year to year. In this movement from shelling plants, 
there are none of the characteristics which require special flexibility. It is 
exactly the sort of transportation pattern which fits well into the operation of 
regulated carriers. 
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Thus, shelled peanuts are an excellent example of the type of product whose 
transportation needs are distinct from the transportation needs of the raw or 
or prime product. Yet this commodity is not properly distinguished by any inter- 
pe eg of the phrase “not including manufactured products thereof” in section 

(b) (6). To properly distinguish these two commodities—unshelled and 
shelled peanuts—according to transportation needs requires a change in the 
language in the exemption clause. 

' (Raw shelled peanuts were declared exempt by a three-judge district court, 
the Consolidated case in New Jersey, September 28, 1956, and in Texas in the 
Frozen Food Express case, December 31, 1956.) 


FRESH OR FROZEN DRESSED OR EVISCERATED POULTRY 


Dressed poultry (fresh or frozen) is the product of a rapidly expanding in- 
dustry. This is particularly true with respect to broilers. The commodity is 
highly perishable. It requires good equipment and expert handling to get it to 
market in proper condition. Such performance can be assured only under the 
reasonably stable conditions provided by ICC economic regulation. 

Instead of such conditions, the industry has been subjected to violent, cut- 
throat competition since dressed poultry was declared exempt in 1954. As a 
result, the volume handled by reputable certificated carriers has been cut 
sharply and transportation has drifted into the hands of exempt haulers. Many 
of these operators are inadequately financed. They are not adequately insured, 
and many ignore crucial safety regulations, such as driving hours, set up by 
the Interstate Commerce Commission. We submit that such conditions cannot 
continue without serious harm, both to the transportation industry and to poultry 
processors. 

The poultry industry is unusual in many ways. In the first place, most of 
the broilers and a substantial proportion of turkeys are raised by farmers under 
contract with feed dealers who furnish chicks or poults, medicine, feed, and other 
services, and who frequently sell or supervise the sale of the finished birds. We 
find a greater degree of vertical integration by business in the poultry industry 
than in any other segment of agriculture. Under such conditions, farmers are 
merely the residual recipients of the sales price. 

Farmer cooperatives handle only about 15 to 16 percent of dressed turkeys, 
8 to 5 percent of dressed broilers, and less than 2 percent of fowl. 

In 1956, approximately 4,700 million pounds of dressed and eviscerated poul- 
try (expressed on a ready-to-cook weight basis) were produced. This product 
moves to market at a fairly steady rate throughout the year from a relatively 
few plants. Its movement conforms, transportationwise, to an industrial pat- 
tern, rather than to an agricultural commodity pattern of seasonal peaks and 
shifting markets. 

From the end of World War II to 1954, when dressed poultry became exempt, 
the volume of dressed-poultry production increased about 50 percent. In this 
period, the only for-hire carriers who could legally transport this product in 
interstate commerce were regulated common and contract carriers, including a 
number of specialized carriers operating over irregular routes and handling 
largely or solely refrigerated traffic. These were the carriers, who under fairly 
stable operating conditions assured by ICC regulations, invested substantial 
capital in new and improved equipment and to enlarge territories and make more 
flexible their services so as to properly transport this increased volume. They 
are the ones hit hardest by the exemptions. 

Under the exempt status now prevailing, unequal and variable rate and serv- 
ice changes have taken place and the marketing and distribution pattern of 
dressed poultry has been violently changed. Broiler producers in the Pacific 
Coast and Rocky Mountain States are complaining bitterly over the heavy in- 
flux from Georgia and other Southern States which they say has been made pos- 
side largely by reduced transportation rates. Evidence of the influx is found in 
United States Department of Agriculture figures showing receipts of dressed 
poultry in Los Angeles and San Francisco. In Los Angeles, receipts from 
Georgia jumped from 1,376,000 pounds in 1954 to 18,646,000 in 1957, and from 
§ Southern States (Georgia, Alabama, Arkansas, Mississippi, and Texas) the 
increase was from 12,895,000 to 66,659,000 pounds. San Francisco receipts from 
these same 5 States increased from 3,670,000 pounds in 1954 to 14,786,000 in 
1957. Other distortions in the marketing pattern stimulated or made possible 
by unequal rate adjustments have occurred 
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Commoditywise, we have here a situation not unlike that for frozen fruits 
and vegetables, in which direct interest to farmers in the product itself is 
very small and in which the product moves at a fairly steady rate as do other 
industrial products. The transportation pattern is very similar to that of 
meats and meat products which are not exempt. We therefore strongly urge 
that fresh or frozen dressed or eviscerated poultry should be placed back under 
ICC economic regulation. 

(In the Kroblin case, New York dressed and eviscerated poultry were de- 
clared exempt by a lower court in Iowa, June 30, 1953; affirmed by a circuit 
court May 11, 1954; and certiorari denied by the United States Supreme Court, 
October 14, 1954. In the Frozen Food Express case, the United States Su- 
preme Court, April 23, 1956, ruled directly that fresh and frozen dressed poultry 
are exempt.) 

REDRIED TOBACCO 


Between 80 and 90 percent of the total production of leaf tobacco (around 2 
billion pounds) is redried. Normal movement of such tobacco is from farm to 
auction to drier, and drier to warehouse. It usually stays in warehouses from 
11% to 3 years, and then moves to tobacco factories or to points of export. 

Driers are located mostly in producing areas. Warehouses are located in 
North Carolina and Virginia with some important storaged in Kentucky, Ten- 
nessee, and St. Louis. An expert recently estimated that 75 percent of redried 
tobacco moves in interstate commerce, the general direction of movement being 
eastward toward Virginia-North Carolina warehouses and ports. Much of the 
movement of the tobacco prior to drying is intrastate. 

Redried tobacco remained in a regulated status from the passage of the 
Motor Carrier Act in 1935 until February 1953 when a circuit court upheld a 
lower court decision that it is an exempt agricultural commodity. In 1954 and 
1955 legislation was introduced in Congress which would have placed back under 
regulation all leaf tobacco “other than that moving from the farm to the ware- 
house, other original storage or market.” That language would have covered 
all of the movement of all leaf tobacco, “green”, as well as redried, from auction 
market to drier, or from farm to drier, and therefore had a much wider coverage 
than the ATA proposal. In spite of this it was supported strongly by inter- 
ested groups from Virginia and North Carolina. It was opposed by similar 
groups in Tennessee and Kentucky. Most of the oppositoin appears to have 
been related to a type of local transportation which would not be covered in 
the current proposals. 

IMPORTED WOOL 


The agricultural exemption in the Motor Carrier Act was designed to protect 
United States farmers. Imported wool moves in direct competition with sub- 
sidized domestic wool. Its transportation is important to many regulated 
carriers. 

(Scoured wool, regardless of origin, was declared exempt by a district court, 
May 1, 1953, in the Wagner case. ) 

Senator Smaruers. Our next witness is Mr. Willard L. Lemmon, 
president of the Lemmon Transport Co., Inc., Marion, Va. 

Mr. Lemmon, we will take your statement in full and make it a part 
of the record. We would naturally appreciate your briefing your 
remarks as best you can. 1 


STATEMENT OF WILLARD L. LEMMON, PRESIDENT, LEMMON 
TRANSPORT CO., INC., MARION, VA. 


Mr. Lemmon. Sir, my statement is seven pages. I believe I will get 
through faster if I take it more or less as it is. 

Senator Smaruers. All right. 

Mr, Lemmon. My name is Williard L. Lemmon. I am president 
of the Lemmon Transport Co., of Marion, Va. My company is a 
small for-hire transporter of petroleum products and chemicals in 
tank motor vehicles. We serve a small area comprised chiefly of 

21278—58—pt. 2——10 
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southwest Virginia and southern West Virginia. I have the privilege 
of appearing today in behalf of the trucking industry and particu- 
larly on behalf of the for-hire petroleum transportation industry as 
——— by the National Tank Truck Carriers, Inc. 

am appearing in full support of the railroad proposal to repeal 
the wartime excise taxes on the transportation of property and passen- 
gers. Let me state at the outset that I am not an antagonist of the 
railroads. I sincerely believe that the rail industry is a great industry 
and that it is a tremendous asset to this Nation. I believe that it, and 
and all other forms of for-hire transportation, must be preserved 
in a healthy and vigorous condition. 

It is our sincere belief that repeal of the transportation taxes would 
produce the most immediate relief, not only to the rails, but to the 
one transportation industry of any action that this Congress may 
take. 

Of all branches of for-hire transportation, the tank-truck industry 
is one of the most adversely affected by this tax. In our industry we 
consider it the most serious problem facing us today. 

There are four points which I would respectfully put before you. 

First, this tax ewtanbonivn against the for-hire transportation in- 
dustry, eres the tank-truck industry. This is true because 
every gallon of product we haul is susceptible to transportation by 
private carriers. Every oil company, jobber, or distributor who has 
any volume at all can put on a tank truck unit or units and legiti- 
mately avoid this tax. In our industry we do not haul many partial 
loans. Generally our hauls go from one specific place to one other 
place and involve a full load. The private carrier can do this just as 
we can. 

The annual gross revenue of the for-hire tank-truck industry in 
the entire United States is approximately $500 million, thus the 3- 
percent transportation tax alone puts a $15 million penalty on ship- 
pers who do business with us. his $15 million tax bill exceeds the 
entire net profit after taxes of our entire industry. 

In our small company alone (we have less than $1 million annual 
revenue), we collected almost $30,000 in transportation taxes in 1957. 
From 1 shipper alone in 1 year, we collected over $12,000. This 
amount alone would provide the shipper with almost enough money 
to permit a free entry into competition with our company. I would 
like to give you a very close personal example of this situation. 

One of the terminals from which we operate is near Greensboro, 
N.C. We bring products from this point to southwest Virginia and 
southern West Virginia. We hold ourselves out as a common carrier 
to meet the needs of all who call on us. In this particular area we are 
the only for-hire petroleum trucking company transporting petro- 
leum products. From this terminal we operate seven units. From 
that same point into the same territory private carriers operate eight 
units. 

To make the illustration a little more pointed I would like to refer 
to one instance. There is a jobber in my hometown of Marion, Va., 
who is a large marketer of petroleum products. In June of 1956 this 
company notified us that they would no longer require our services, 
except in emergencies. We immediately went to see them and asked 
if we had done anything wrong. They advised us that we had not 
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and that we had performed an excellent service, but that they had 
determined that they could make a substantial profit on their own 
hauling. 

In asi to our question they admitted that their cost might be as 
high as ours but pointed out that the 3-percent tax saving alone would 
give them a very satisfactory profit. This was business that was for- 
hire. It had been handled by both rails and trucks, but now it has 
gone to a person who owes nothing in the way of service to the general 
public, to the Interstate Commerce Commission or to anyone in the 
event of national emergency. 

In the case of every 1 of the other 8 trucks, we have not had one 
service complaint. They all went into this — hauling because 
they did not have to pay the 3-percent tax, the saving of which sub- 
sidized their operation. Once this business becomes private carriage 
another problem comes to the fore. Private operations, of course, are 
not nearly so intensely regulated as are for-hire carriers. As a result, 
many of these operations create a very serious safety problem. Many 
of them make little, if any, effort to comply with the safety regulations 
of the Interstate Commerce Commission, particularly with regard to 
equipment design, which is very important in our industry and to 
hours of service per driver. Please let me make it clear that I do not 
intend to indict all private carriers. Many are most responsible and 
do a fine job in safety and in responsibility to the public. It is only 
a rather large fringe element that I am discussing. 

The economy of our Nation is dependent upon a healthy and vigor- 
ous transportation system, not only in the event of a national emer- 
gency, but in our day-to-day living. 

The erosion that is taking place in the for-hire transportation in- 
dustry because of this tax is weakening and undermining this indus- 
try to the extent that it could easily cost our country many times the 
revenue received from the tax to replace or rehabilitate the industry in 
the event of national emergency. 

I have attached to my statement a pamphlet containing quotations 
from letters which our association has received from tank truck car- 
riers throughout the United States. These statements give concrete 
evidence of the erosion that this tax has caused in our business. These 
illustrations can be multiplied as many times as there are tank truck 
companies, other trucking companies or railroads. 

The second point I would like to make is that the elimination of this 
tax would not cost the Government nearly as much money as one 
might think. If the tax is repealed 1 of 3 things probably would 

appen : 

One, some shippers might continue to charge the same prices for 
their goods as now. In this case the money involved would likely be 
added to income, and therefore, subject to the income tax. 

Second, the carrier might raise his rates by 3 percent, and the 
shipper still charge the same price for his products. In this case the 
income again would be mostly profit and again subject to the income 
tax. 

Third, the carrier may leave his rates the same and the shipper 
might thus reduce his selling price by 3 percent. This would result 
oo money in the pocket of the consumer, thus giving our economy 
a boost. 
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The third point that I would like to stress is that this tax discrimi- 
nates against the small-business man. The large shipper might have 
enough business to put his shipments on his own trucks, thus avoid- 
ing the ee tax. But a small shipper, however, cannot do this. 
He must depend upon the for-hire carrier—and the for-hire carrier 
cannot give him the service he needs if he is faced with a continuous 
loss of a substantial volume of his traffic. 

Here again I would like to give you an example of this situation. 
In Tazewell, Va., there is a large jobber of petroleum products. He 
recently took his business away from us and put it on his own units. 
He, of course, pays no transportation taxes. In the same town there 
is a very small jobber, there is a farmers’ cooperative, and several 
service stations, which are each too small to utilize one unit of their 
own. Each of these must and do use for-hire trucks or rails. They 
must pay the tax. 

It makes it a very difficult problem for this small-business man. In 
the oil industry, which is a tremendously competitive industry, where 
marketing is conducted in terms of one-tenth of 1 cent or even one 
one-hundreth of 1 cent, this tax could and has made or broken small 
businesses. 

I mentioned that eight private trucks operate into our small sec- 
tion of Virginia from Greensboro alone. Through every town in 
which they operate there are other small-business men who are forced 
to rely on rail or for-hire trucks. This problem, of course, is not 
fully limited to the petroleum industry. The small grocery store, 
the furniture store and farmer, all who are not large enough to own 
their own trucks, are at this same disadvantage. 

I can think of no greater shot in the arm that this Congress could 
give the small-business man than to repeal the 3 percent transpor- 
tation tax. 

The fourth point that I would like to make is that this tax has cre- 
ated an entirely new transportation system, which, we believe, has 
grown larger than the entire for-hire trucking industry. In our 
opinion, much of this new system is actually illegal for-hire trans- 
portation created primarily to dodge the 3-percent tax. This new 
transportation system is generally known as the buy-and-sell opera- 
tion, where the owner of transportation equipment takes title to the 
goods while in transit. He then sells the goods for what he paid 
plus transportation charges. 

In this field, it is our sincere belief that the safety problems are 
tremendous, for not only does this type operation dodge the 3-percent 
tax, it also dodges most regulations. There are, of course, legal buy- 
and-sell operations, but it is our belief that much of it is illegal, and 
at present unidentified and unidentifiable. 

n summary, may I once more repeat my four points: (1) The 
tax discriminates against the for-hire transportation industry; (2) it 
will probably not cost the Government nearly as much as might be 
supposed to repeal it; (3) it discriminates against the small-business 
man, wage earner and farmer; and (4) it has helped to create an 
entirely new transportation system, much of which is illegal. 

In my presentation today I am representing the for-hire trucking 
industry, I am speaking in furtherance of the proposal of the rails to 
repeal this tax, not only the 3 percent on freight but also the 10 
percent on passenger fares, but [ am also speaking on an intimate 
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and personal basis. This tax has hurt me, it is hurting many, many 
other small-business men. I hope you will see fit as a committee, and 
vote for as individuals, repeal of this very vicious, discriminatory tax. 

I would also like to submit for the record a statement submitted 
by F. H. Floyd, general counsel of the local Cartage National Con- 
ference. 

Senator Smaruers. We will make that a part of the record, follow- 
ing your remarks. 

Senator Lausche? 

Senator Lauscue. Does a public carrier of your type have the right 
and the ability to engage in the suberfuge of buying and selling the 
freight? 

r. Lemmon. I would certainly think we don’t. I would assume 
we don’t have that right. We couldn’t very well be a shipper and a 
carrier, I wouldn’t think. 

Senator Lauscue. You know of no instances in which that practice 
is engaged in by the public carriers? 

Mr. Lemmon. No, sir, I do not. 

Senator Smatuers. Senator Magnuson. 

The Cuarrman. Mr. Lemmon, you operate in a relatively small 
geographical area? 

Mr. Lemmon. That is correct. 

The Cuarrman. This tax would have even more discriminatory 
features, would it not, in long hauls? 

, Mr. Lemmon. Yes, it would be much more discriminatory in long 
rauls, 

The Cuarrman. It just adds up the further you go. 

Mr. Lemmon. It not only adds up, it pyramids. 

The Cuatrman. Thank you. 

Senator Smatruers. Mr. Lemmon, for the purpose of the record, 
how many employees do you have ? 

Mr. Lemmon. We have about 55, sir. 

Senator Smaruers. What is your gross annual business? 

Mr. Lemmon. Last year we did under $950,000. We are pretty 
small. 

Senator Smaruers. You fall then within the category of the small- 
business man as defined by the Small Business Administration ? 

Mr. Lemmon. I haven’t seen the definition, but I am certainly a 
very small businessman. 

Senator SmAruers. You do. 

Most of the people in this business that you are talking about, would 
they fall in the category of having less than 500 employees? 

Mr. Lemmon. Yes, sir. I haven’t figures on that. Particularly 
the trucking industry is a small industry. It is not a large industry. 

Senator Smaruers. Would you say, in your judgment, the trucking 
industry is such as comprised primarily of what we would define cor- 
rectly as small-business men ? 

Mr. Lemmon. I would definitely say that is right. 

Senator Lauscur. You heard the question I put to the preceding 
witness about a financial statement. Would you supply us a financial 
statement of a similar nature? 

Mr. Lemmon. Yes, sir. 

(The material subsequently submitted is as follows :) 
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LeMMON TRANSPORT Co., INC., 
Marion, Va., March 5, 1958. 
Hon. Georce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, 1D). C. 


Dear Senator SMATHERS: This is in response to your request for additional 
information from Willard L. Lemmon on taxes paid during 1957 by Lemmon 
Transport Co., Inc. 

During 1957 our company paid the following taxes: 


Federal excise taxes on repair parts, tires and tubes and equipment $41, 926 
State and Federal road fuel taxes 40, 079 
State and Federal license taxes 

State and Federal payroll taxes, workmen’s compensation, etc 

State and Federal income taxes 

Miscellaneous State taxes 


164, 311 


The above taxes amounted to 17.56 percent of our gross revenue of $935,538. 
The average amount of taxes paid per unit was $5,666. 
Should you desire additional information we shall be happy to furnish it 
immediately. 
Very truly yours, 
Byron L. ANDERSON, Jr., Treasurer. 


Senator Smaruers. At this point there will be included in the 
record the attachment to Mr. Lemmon’s statement, entitled “Federal 
Transportation Tax,” and the statement of F. H. Floyd, general coun- 
sel of Local Cartage National Conference. 

(These statements follow :) 


STATEMENT OF F. H. FLOYD, GENERAL COUNSEL, LOCAL CARTAGE 
NATIONAL CONFERENCE 


FEpERAL TRANSPORTATION TAX AND ITS EFFECT ON THE For-HirE TANK TRUCK 
INDUSTRY 


A Compilation of Facts Based on Experience of Individual Industry Members 


The discriminatory nature of the 3 percent Federal tax on transportation of 
property is widely recognized. It has been universally condemned by tax 
economists and specialists. 

Although we know that the Congress is cognizant of the unfairness of this 
tax in its overall application and its repeal has been urged on a number of 
occasions, we should like to call your attention to the seriousness of this burden 
as it affects the for-hire tank truck industry in general, and individual com- 
panies in particular. Folowing are statements from a number of tank-truck 
carriers in all sections of the country detailing their experiences under this tax.’ 
Iam sure you will find this information illuminating. 

This tax is particularly burdensome to for-hire tank-truck carriers because 
they are small businesses, and liquid petroleum products which make up the 
bulk of their traffic are particularly susceptible to movement by private carriers. 
This is because bulk petroleum products ordinarily move in truckload or carload 
lots and for relatively short distances. Under these conditions the use of shipper 
owned equipment is fairly simple. 

Even under normal conditions the charges of for-hire petroleum carriers are 
extremely sensitive to private carrier competition and the only way that business 
is attracted is through greater efficiency on the part of the for-hire carrier. 
The addition of the 3 percent transportation tax, which does not apply to private 
carriage, but which exceeded the margin of profit earned by the class I carriers 
of petroleum products in 1953, places the for-hire carriers at a distinct dis- 
advantage as borne out by the following statements. 


1 Original letters are on file with NTTC, 1424 16th Street NW., Washington, D. C. 
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For-hire tank truck carriers earned gross revenues of about $300 million last 
year and while the 3 percent tax on these revenues amounts to only $9 mil- 
lion in revenues to the Federal Government it represents a tremendous burden to 
the industry in competing for traffic with untaxed movements. 

For the reasons enumerated above we feel that it is imperative that either 
the 3 percent Federal tax on transportation be repealed or the transportation 
of petroleum products be exempt from the tax. 


EFFECT OF 3 PERCENT TRANSPORTATION TAX 


From Knooville, Tenn. 


“As you know, like the majority of tank truck operators, we are a small com- 
pany, and this must be remembered in considering the dollar value of the tax 
collected. In the 6-year period beginning July 1, 1948, and ended June 30, 1954, 
we collected from our customers and remitted to the Federal Government $71,- 
874.39. Based on the average haul, this amount is equivalent to frieght charges 
for transporting more than 78 million pounds, or nearly 12 million gallons of 
gasoline. Thus our customers could have paid for hauling 3,000 additional loads 
of gasoline, almost 10 loads of gasoline per week, with this tax money. 

“Our greatest loss of business can be attributed to the purchase of tank truck 
equipment by individual distributors. As concrete examples, we may mention A 
Oil Co., B Oil Co., each with a yearly volume in excess of 6,500,000 gallons; 
C Oil Co., yearly volume in excess of 1,820,000 gallons; and D Oil Co., yearly 
volume in excess of 11,700,000 gallons. The freight on the gallonage named 
above wold be $281,801 and the 3 percent tax would be $8,454. By hauling their 
own product, these four companies are saving the amount of the tax, and this 
consideration influenced them to purchase their own equipment.” 


From Iola, Kans. 


“In 1952 we lost considerable business from the A Oil Co., when they placed 
into operation their own equipment. This amounted to approximately $800 per 
week loss in revenue to us. * * * it is now becoming a threat to the trans- 
portation industry inasmuch as it encourages shippers to enter into the trans- 
portation field to move their own products.” 


From 8t. Paul, Minn. 


“In our particular case, private transportation does not charge a 3 percent 
tax; thus, they have a distinct advantage over the common carriers at the stsart. 
It has grown into a leasing picture which is not a healthy situation with the 
type of leasing involved. We feel that the transportation tax is at the bottom 
of a large share of our private carriage problems. We have lost approximately 
84,000 gallons a day to just one shipper mainly due to this tax.” 


From Billings, Mont. 


“With the 3 percent advantage oil companies can drive a hard bargain by 
threatening to put on their own equipment in order to save the 3 percent tax. 

“It is estimated that one-third of the product from Billings is hauled by 
private carriers and that if the tax were repealed, common carrier business 
would increase in the neighborhood of 30 percent.” 


From Iowa City, Iowa 


“However, I can say this: Close to 50 percent of the volume in this area is 
moving by private trucks. I feel that 3 percent transportation tax is the great- 
est single contributing factor.” 


From Paducah, Ky. 


I can give you two instances of business lost directly to the difference of 3 
percent transportation tax: A Oil Co., 180,000 gallons a month; B Oil & Re- 
fining Co., approximately 120,000 gallons a month. I have had numerous cases 
of the same thing.” 


From Lynchburg, Va. 

“We can attribute loss of one account directly to the 3 percent transportation 
tax. This account resulted in annual volume of $12,000.” 
From Des Moines, Iowa 

“It would be difficult without making an extensive survey to give you fairly 
accurate figures on the gallonage and revenue lost to proprietary cartage in our 
territory. However, it is important to note that in every instance of this nature 
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the first argument that is used by the shipper in justifying his position is the 
fact that they have a 3 percent advantage. * * * 

“The instances are numerous and, as stated before, these shippers, when ap- 
proached with the proposition of allowing a for-hire carrier to handle all their 
requirements, fall back on the 3 percent transportation tax as their No. 1 
argument.” 


From Cincinnati, Ohio 

“* * * the inequities created by the 3 percent transportation tax may we 
cite to you our experiences: 

“Case I.—This producer and refiner transports all of their petroleum products 
to any and all points in the State of Ohio in their own transports. The only 
hauls we get from them are those of an overflow nature where they are unable 
to handle themselves. 

“OQase II.—This broker has made arrangements with a terminal transporter 
whereby he delivers gasoline on a ‘delivered price.’ Again they only use our 
facilities in such cases whereby he is unable to handle the volume. Specifically 
we have lost shipments to Portsmouth, Ohio, and to points in Indiana within a 
150-mile radius of Cincinnati and many loads in the vicinity of Cincinnati. 

“Case III.—This wholesaler, who has storage facilities on the Ohio River, is 
now delivering his own products in his own transports. Formerly we enjoyed 
a business from him that averaged $50,000 per year. 

“Case IV.—This is a large oil company who transport their own products 
from a river refinery to their storage plant located in the western part of the 
city, from which they make deliveries to their own gas stations and to the gas 
stations to their dealers. This represents a loss in hauling amounting to mil- 
lions of gallons. 

“Case V.—This is a wholesaler similar to case III whereby they use their own 
facilities for transportation, giving us the overflow. They service all points in 
the State of Ohio. Case in point: we lost a twice-weekly shipment to Columbus, 
Ohio. 

“Case VI.—This is a wholesaler of the producer and refiner cited in case I, 
who sells to customers in the Cincinnati area and surrounding territory. We 
formerly enjoyed his business and extent of our loss is approximately 10 loads 
per week. 

“Our actual losses in revenue amount to approximately $100,000 per year plus 
the potential additional revenue that would be created for us if the shipper- 
transporter did not have the advantage of the 3 percent transportation tax.” 


From Ogdensburg, N. Y. 

“If the present 3 percent Federal transportation tax were repealed I believe 
we could add about 1 million gallons per year to our volume of petroleum prod- 
ucts hauled. In the past 3 years we have dropped about a half-million gallons 
annually to private and proprietary carriage simply because the distributor or 
marketer, whatever the case may be, decided he could save at least 3 percent 
on any rate.” 


From Portland, Maine 

“The * * * oil companies consider the 3 percent a sufficient margin of profit 
with which to keep their equipment operating, and the smaller dealers often 
lease equipment and use the 3 percent as one of the prime factors being to their 
advantage. 

“Often, customers whom we haul for have lost business to their competitors 
which have their own equipment just because of the 3 percent transportation 
tax. This problem has continued to grow, particularly as competition has grown 
within the last few years.” 


From Chicago, Iil. 
“In discussing rates with customers, they inevitably add the 3 percent tax to 
the going rate, which makes our rate 3 percent higher than private carriers. 
“T would safely say 30 to 40 percent of all the private tank-truck carriers in 
operation today came into being as a result of this tax, plus the fact that 
private carriers perform tank-truck carrier operation for shippers in the same 
line of business to keep their equipment busy and do not charge 3-percent tax.” 


From Lamar, Colo. 


“There are two specific instances where we were unable to sell a shipper on 
selling his equipment and using our common carrier service. * * * In both 
cases we were progressing satisfactorily in a transaction to purchase their 
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equipment and the deal came to an insurmountable obstacle when I had to 
inform them they would have to pay the 3-percent tax. Their answer was that 
if they made no more than what they saved on this tax, their own trucks would 
justify their investment. 

“* * * We just don’t have any argument when they give this as a reason. 
A private carrier just simply has the 3-percent advantage to start him thinking 
about the benefit of owning his own equipment.” 


From Atlanta, Ga, 


“We have lost the hauling from Chattachoochee Terminal to Marietta, Ga., * * * 
because they (the oil companies) are using their own company trucks and the 
3-percent transportation tax that we had to charge them, they will not have 
to pay by hauling it themselves with private-owned trucks. 

“It made us lose on these particular points around $72,000 revenue per year 
and I understand that they are contemplating on hauling several more points 
but if we could get the 3-percent transportation tax off so that we would 
not have to charge them for it, I do not believe that they would put any 
more hauls on their own trucks and it would certainly help the petroleum 
haulers a great deal.” 


From Sioue Falls, 8. Dak. 


“We have checked records on four of our former customers that are now 
being served by lease units. We find that in the year of 1953 they handled a 
total of 5,715,542 gallons of petroleum products that we would have hauled, if 
they had not been served by private units. This amounts to a loss of approxi- 
mately $55,500 in revenue to this company. 

“We believe that this 3-percent transportation tax was one of the main factors 
in these companies going over to proprietary trucks.” 


From Cincinnati, Ohio 


“We do considerable hauling for the A Oil Co. and the B Oil Co., both of 
whom operate their own fleet of trucks and naturally figure this 3-percent tax 
as an addition to our charges when comparing costs with that of their own 
operation.” 


From Baton Rouge, La. 


“When any oil company, or jobber for that matter, places their own trucks 
in service, the reasons assigned for such action are, in most cases, that they 
can perform the service cheaper than the existing tariff rates. Obviously, in 
figuring costs, the private carrier does take the 3-percent tax into consideration. 

“On one occasion in the last few days we were figuring with one of the major 
oil companies on a movement of natural gasoline and in advising us what 
the competitive rates were they included the 3-percent tax in the total charge, 
rather than considering it is a separate item.” 


From Oil City, Pa. 


“We have summarized by shipper and distributor the information you desire 
and attach hereto: 


| 
Company Gallons | Revenue Somes Company Gallons | Revenue 
tax 
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“The subterfuge of private carriage in our area is fast becoming a dangerous 
threat to the security of our companies. We feel it is time the for-hire carrier 
faces this threat squarely and that an all-out effort be put forth to request repeal 
of the 3 percent tax or require this tax to be imposed upon so-called private 
carriage.” 
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From Tampa, Fla. 


“We have had numerous accounts that we lost due to the major oil companies 
losing the business direct with the customer because the jobbers cut the price 
enough to make up the 3 percent. This is something that is happening every 
day.” 


From Chicago, Ill. 


“We had a contract for hauling milk in tank trucks for some years and as a 
result of the 3 percent transportation tax, this contract was canceled and the 
shipper put equipment of its own in this operation. We had been operating 3 to 
4 double bottom in this service, 2 shifts a day. 

“We lost an oil hauling contract which employed 10 double bottom units as a 
result of this tax.” 


From Meridian, Miss. 


“Please be advised that within the last few months, we have lost the following 
accounts. We are also giving you below the lost gallonage that this represents: 


Company: Gallonage 
A 200, 000 

250, 000 

100, 000 

175, 000 

200, 000 


From Merced, Calif. 

“With reference to our tanker operation we estimate that we have lost ap- 
proximately $20,000 per month or $240,000 per year in gross revenue. This is an 
estimated gallonage of 1,700,000 per month of 20,400,000 per year. 

“In addition to the loss of tanker business we lost approximately $75,000 per 
month revenue as a result of one of our major accounts putting on some thirty- 
odd of their own trucks. Numerous smaller accounts have put on their own 
equipment as a result primarily of the tax advantage. We estimate that we 
have lost approximately $60,000 per month in business as a result of this equip- 
ment. The total loss on this business is somewhat in excess of $1,500,000 per 
year.” 


From Compton, Calif. 

“In the tank truck field in southern California we have every major oil com- 
pany operating as private carriers. For short-haul service into split-delivery 
destinations, it is reasonable to expect that they would handle their own prod- 
ucts. But, we find them using their own equipment to make full truck and 
trailer deliveries to points as far away as Tucson, Ariz.—some 530 miles from 
their refineries in the Los Angeles area. 

“One way of looking at it—every time a private carrier hauls a load of gaso- 
line to Tucson, the Federal Government loses about $10 in taxes and California 
and Arizona together lose about $8.50 in taxes. And yet, the truck is just as 
heavy on the road and uses the road just as much.” 


From Detroit, Mich. 

“Insofar as the 3 percent transportation tax is concerned, it has occasioned 
additional expense in our office by the need of keeping track thereof and adding 
it separately to our invoices. It has meant a loss in business to private carriers 
who have realized that this 3 percent is a large amount in their operation and 
actually, in the larger equipment which we operate, represents a 9 percent return 
on equipment.” 


From Milwaukee, Wis. 

“* * * volume of traffic affected by the necessity of this company assessing 
the 3 percent Federal transportation tax as compared to private trucks per- 
forming the same service (amounted to) total annual gallonage—17,050,000.” 


From Dowington, Pa. 


“Many distributors through various subterfuges are making arrangements to 
bypass this transportation tax as well as bypass regulation by the ICC or other 
regulatory bodies. In general, this is accomplished by one distributor purchas- 
ing product at a refinery and delivering it to another distributor. 
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““A number of independent operators have arisen who purchase product f. o. b. 
at refinery and sell to a user, thus avoiding regulation and having a 3 percent 1g 
tax advantage.” 


From Wareham, Mass. 


“We have lost to private trucks the transportation of approximately 5 mil- ie 
lion gallons of petroleum products with an estimated revenue loss of $40,000. 
In each case where we have lost the business the 3 percent transportation tax I 
has been a definite factor.” | 


From Billings, Mont. 


“Listed below gallonage and revenue that has been lost to private or proprietary 
trucks. Figures are based on a year’s operation. Total gallons 2,726,501— 
total revenue $96,570.50.” 


From Richmond, Va. . 


“The oil companies do not quote a freight rate, however, the difference in | 
cost to the consignee when delivered by company operated tanks as compared 
to delivery by us is exactly 3 percent of our quoted rate. l 

“During the winter months of 1953-54, November 1953 to March 1954, we i 
lost approximately $9,000 in revenue due to this action.” 


From Buffalo, N.Y. 


“We have lost over 2% million gallons to private carriers, some of which i 
could be traced to the 3 percent transportation tax which, in and of itself 


* * * would be sufficient to justify purchasing and operating their own equip- 
ment.” 


fs sacrranions eae 


From Los Angeles, Calif. 


“The general detrimental affect that this 3 percent transportation tax has 
on a tank carrier’s operations is that in his overall structure a carrier must 
keep in mind this added 3 percent tax imposed upon the shipper and, therefore, 
is compelled to keep lower by 3 percent that which would otherwise be classed i 
as his normal rate level. * * * ; 

“To say the least, it is a drastic yoke imposed on the for-hire carrier industry, 
and particularly the tank truck carriers because of their present constant and 
real competition confronting them by the shippers of the products for the for-hire 
carrier moves. Consequently, the 3 percent tax is destructive to our indus- 
try. s** 

“There is no other type of truck transportation today that is more direct- 
ly affected by this 3 percent tax than is the tank truck carrier for the reasons 
as stated. The general commodity carrier transporting a great number of 
various commodities, mostly in small quantities per bill of lading, can more 
easily add the 3 percent transportation tax to his freight bill charge without 
fear of loss of the business than is the case with the tank truck carrier.” 


From Sioug Falls, 8. Dak. 


| 
“In a quick rundown we can think of some 36 private carriers in our territory. ! 

There are no doubt more which we can not think of at this time. The gallon- 

age involved in this private carrier operation is no doubt between 75 million 

and 100 million gallons. In applying a rate of .800 cent per gallon this could } 

be close to $800,000 in revenue or a transportation tax figure of somewhere in 

the neighborhood of $24,000.” 


From Ventura, Calif. 


“This tax, * * *, is slowly strangling the for-hire motor truck industry te 
death. 

“* * * T developed in 1952 a talk before a local Rotary Club. At that time I 
showed that in the State of California there were 435,000 private carriers as 
compared to 78,000 for-hire carriers. I have checked these figures today just 
about 18 months after my first figures were developed and find that the new 
figures are 509,000 trucks owned by private carriers to about 75,000 trucks oper- 
ated by for-hire carriers. In the heavy field, encompassing the maximum 
capacity trucks and trailers and semi’s used in the State of California, these 
figures are even worse. At the time I gathered my figures together in late 1952, 
I showed that there were 70,000 private carriers as against 50,000 units operated 
by legitimate for-hire transportation companies. Today the 70,000 is now 85,000 
and the 50,000 is only 53,000 units.” 
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From Fresno, Calif. 


“* * * more than one-third of our business has been taken by proprietary 
trucks simply because of the saving to them in taxes. This means the 3-percent 
Federal * * *,” 


From Winston-Salem, N. C. 


“* * * there are many jobbers that we have hauled for that are presently 
handling their own transport requirements. Of course, the 3-percent Federal 
transportation tax is one of the reasons they have done so. I also believe that 
any major oil company will tell you that the 3-percent Federal transportation 
tax saving in using their own equipment has bearing on their hauling their own 
requirements.” 


From Newcastle, Wyo. 


“* * * the issue of the 3-percent transportation tax on the business of the 
for-hire tank truck operator has been such a dominating factor in the for-hire 
tank truck business that it seems almost elementary to explain how much it 
has cost us. 

“* * * We feel that this transportation tax has been by far the major item 
which has caused the growth and retention of proprietary trucks.” 


From Belleville, Tit. 


“* * * this tax has shifted a good part of the tank truck business to private 
carriers. 

“* * * it can be readily seen that all of the cream of the business is going to 
company-owned equipment since they have a 3-percent margin over our oper- 
ations.” 


From Denver, Colo. 


“The 3-percent transportation tax, has been most detrimental to our operations. 
As you know during the war it was not an important factor, but since then, and 
as soon as equipment became available several large gasoline jobbers in our State 
of Colorado, have put on equipment of their own. The 3-percent saving on their 
freight expense has been the chief cause of this. 

“* * * Their monthly gallonage is about 125,000 and the other large one is the 
A Oil Co. They operate three units and have two agents who have their own 
transport tanks. 

“The A Cooperative Association operate between 10 and 15 units of their own 
equipment. This was all hauled by common carriers at one time. * * * You may 
however be interested to know that I have one 6,000 and one 7,200 semitrailers 
that are hauling less than 4 loads a month between them. 

“* * * We just lost a road oil haul to a private carrier ; the haul is from Casper 
to Colorado Springs, averaging six loads a week. This is cutting us out of 
$1,515.12 a week gross, or $45.45 a week the private carrier is saving * * * 
$181.80 in round figures a month.” 


From Cushing, Okla. 


“This 3-percent tax has always been a thorn in our side in the Southwest and 
Midwest. In 1948 we lost the equivalent of four truck times when the A Petro- 
leum Co, put on their own trucks. They gave as their reason the fact they could 
save money and that the 3-percent transportation tax had a great deal to do wih 
this. This volume of business amounted to approximately $120,000 annually. 

“The B Oil Co. and the C Petroleum Corp. have had their own trucks in opera- 
tion since the war and one of their arguments is that they can save money due 
to the 3 percent transportation tax. 

“Numerous individuals have purchased their own unit to pull their own supply 
during the years following the end of World War II due to their being able to 
save the 3 percent tax. To individuals who have purchased a tank and tractor 
to haul their own gasoline, we have lost approximately $50,000 in business per 
year. 

“When the margin of a transport’s profit amounts to 3 to 5 percent it can very 
readily be seen why oil companies and individuals can afford to purchase their 
own equipment in order to save the 3 percent tax. We feel this tax puts us in 
an unfair competitive position. * * *” 
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STATEMENT SUBMITTED BY F. H. Fioyp, GENERAL COUNSEL LOCAL CARTAGE 
NATIONAL CONFERENCE 


This statement is submitted on behalf of the local trucking industry by F. H. 
Floyd, general counsel, Local Cartage National Conference, 1424 16th Street 
NW., Washington, D.C. 

The local trucking industry supports the position of the railroad and motor- 
carrier industry as to need for repeal of the 3 percent tax on transportation of 
freight because such repeal can very materially help millions of persons who 
must now depend on public transportation, and will help restore the local 
trucking industry to a more healthy and vigorous condition, thereby enhancing 
its ability to better serve the public and other carriers, whether they operate on 
land, sea, or air, in peacetime or during national emergencies. 

The local trucking, or local cartage industry is made up of thousands of small- 
business men (some 200,000 were listed by Government wartime services), gen- 
erally operating fewer than 5 trucks and performing a multitude of accessorial 
services along with their common or contract motor carrier services, carried on 
within our cities and their immediate commercial areas. 

The imposition of the 3 precent transportation tax has driven much of their 
business away from these small-business men because they annually handle 
millions of shipments that move less than 5 miles. If the 3 percent transportation 
tax was imposed only “upon the amount paid for the transportation * * * from 
one point in the United States to another * * * paid to a person engaged in the 
transporting of property for hire * * *” as stated in the law, instead of the 
impositions of Internal Revenue Service, the tax for handling shipments by the 
local truckmen would be negligible. 

But, in the transportation (for such short distances) of goods within the highly 
congested areas of our cities and the multitude of special services required to 
perform such movement between stores, homes, factories, plants, and other 
facilities, with attendant special loading (as from 15th floor place of business) 
to the congested alley requiring hours of waiting time, the charges for all of these 
accessorial and terminal charges must be added to the transportation for purpose 
of application of the 3 percent transportation tax according to edict of Internal 
Revenue Service. Thus, the small shipper, homeowner, or other city dweller 
has imposed on him a highly discriminatory tax. 

To illustrate—to handle a rail shipment of a carload of merchandise where 
the local truckman performs the loading at point of origin and unloading at 
destination, the tax as now levied under Internal Revenue ruling would be im- 
posed as follows: 

On charges for handling from stockpile to truck, add 3 percent tax.’ 

On the charge for transporting to the car, add 3 percent tax. 

On charges for stowing in car, add 3 percent tax.’ 

On the line haul transportation charge, add 3 percent tax. 

On charges for unloading from car at destination, add 3 percent tax.’ 

On the charge for transporting to receiver’s domicile, add 3 percent tax. 

On charges for handling at receiver’s domicile, add 3 percent tax.’ 

Total tax, 21 percent. 

But, if a line-haul motor carrier handled this shipment from shipper to receiver, 
or if the shipper and receiver had rail-dock facilities available, the tax would 
have been 3 percent on the line-haul transportation only. Thus the levy of the 
tax on six distinct services of the local cartage carrier would be avoided. 

And, this inequitable levy of the 3 percent tax on the large business has either 
caused it to discontinue such business or turn to the so-called private carriage, 
exempt from such tax, but which so often turns out to be the equivalent of for- 
hire service because the transportation cost, less the 3 percent tax, is added to the 
sales price. But this is no consolation to the for-hire local truckman who has 
lost the business. 

And the discrimination against the small-business man or shipper remains. He 
has no choice since he cannot go into private carriage. However, the loss of 
the large business house account means higher transportation cost for the small- 
business man, amounting to a double discrimination from this inequitable 
imposition of the 3 percent tax, which, through the interpretations of Internal 
Revenue Service, has also pyramided to unbelievable amounts as compared to 
the tax on other line haul charges. 


1 Nontransportation services. 
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The 3 percent transportation tax imposes a far greater burden on a shipper 
where the shipment moves only 2 blocks in the average city than if moved be- 
tween that city and a point 500 or 1,000 miles away because of the imposition 
of the tax on the high terminal costs (operation in congested areas, loss of time 
at crowded docks, high labor charges). Thus, business requiring such short- 
haul service is penalized or forced to find other means of handling shipments 
and the local truckman has lost his part of that business. 

The record is crowded with untold number of cases where the 3 percent trans- 
portation tax has irreparably damaged the local truckmen and thousands of ship- 
pers and receivers of freight, mostly in the small-business category. It has 
directly, or indirectly by administrative edicts, been the cause of irreparable 
damage to our public-transportation system by diverting business to private 
carriers from established for-hire local truckmen. It has contributed to the 
wholesale growth of private carriage which contributes nothing to the continua- 
tion of a sound and healthy transportation system, either in time of peace or of a 
national emergency, because it is dedicated to self service as contrasted to 
public service of the for-hire common or contract carrier. 

A summary of the principal destructive factors resulting from the imposi- 
tion of this tax upon the hundreds of thousands of shippers and receivers of 
freight served by the local cartagemen or local truckmen would be: 

1. More and more business is being diverted from for-hire local truckmen 
to private carriage because private carriers pay no 8 percent tax, to the detriment 
of public transportation. 

2. More and more business is being diverted from for-hire local truckmen to 
truck leasing because leased trucks are not subject to the 3 percent tax. 

8. Because of the multiplicity of applications of the 3 percent tax (illustrated 
by 7 possible levies on a shipment handled by local truckmen) which greatly adds 
to the sales price of an article, markets are greatly constricted and the public and 
the carriers lose thereby. 

4. The cost of collecting, remitting, and recording which the tax imposes on the 
local cartageman is very burdensome with attendant cost of collecting and 
reporting in many cases exceeding the tax handled because the great majority 
of local truckmen are small-business men. They need relief from this burden. 

5. The imposition of the 3 percent tax is contributing to a deterioration of our 
great public-transportation system by encouraging more transportation by private 
carriers—who pay no tax—thereby depriving the great mass of our people of a 
sound and healthy transportation system that can adequately serve the small, as 
well as the large, business in peacetimes as well as during national emergencies. 

For these, and thousands of other examples not herein stated for reasons 
of brevity, we urge the repeal of the 3-percent transportation tax. 

Respectfully submitted. 

F. H. Froyp, 


General Counsel, Local Cartage National Conference, 1424 16th Street 
NW., Washington, D. C. 


FEBRUARY 17, 1958. 


Senator Smatuers. Our next witness is Mr. Peter D. Serra, presi- 
dent, Rand Express Freight Lines, Inc. 


STATEMENT OF PETER D. SERRA, PRESIDENT, RAND EXPRESS 
FREIGHT LINES, INC. 


Mr. Serra. I am Peter D. Serra, and I am president of Rand Ex- 
ress Freight Lines, Inc., located in Lyndhurst, N. J. My company 
as a certificate of authority from the Interstate Commerce Com- 

mission, docket No. MC-—71992, to operate as a motor common carrier 
over irregular routes, hauling general commodities in the territory 
comprising New Jersey, Pennsylvania, New York, Connecticut 
Massachusetts, and Rhode Island. 

My company operates 200 units of equipment, most of them being 
the regular van-type trailers with some of them provided with refrig- 
eration units so that we can give temperature protection to frozen 
and other commodities that require some degree of refrigeration. 
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For the year 1957, and here I would like to point out to the com- 
mittee that the figures are not yet final, our gross revenue was a shade 
under $2,500,000, with an operation ratio of 99.06. That means, that 
in 1957, we had a cushion against emergencies of 0.94 percent. There 
are many factors that have a relation to this very tight profit picture, 
and in my oe one of the most important is the continued im- 
position of the war emergency 3 percent tax on the use of for-hire 
transportation. I ought to point out here that an operation ratio in 
the trucking business is a rule of thumb figure we use which relates 
the gross revenue on one hand and all expenses on the other. It has 
taken us a long time to build up this busmess—much hard work and 
sweat, and we don’t want to see our investment dissipate before our 
eyes. 

Let me illustrate my company’s present position with a comparison 
between the years 1947 and 1957. In 1947, we did a gross business of 
$591,761; in 1957, just a shade under $244 million. Our operating 
ratio in 1947 was 91.4 percent; in 1957 it was 99.06 percent. Our 

rofit before income taxes in 1947 was $57,000, but in 1957 it was only 

22,896. This picture is not unusual in the New England territory 
where we have our principal operation. I am a vice president of the 
New England Motor Rate Bureau, and a recent study showed that 21 
of the largest motor carriers had an average ratio of 98.5 percent. 

The Cuatrman. I don’t understand what you mean by that. What 
do you mean ? 

Mr. Serra. The operating ratio is the rule of thumb that we use 
as to the gross revenue on one hand and all our expenses on the other. 
In other words, if we take in $1 in revenue and we spend 95 cents in 
cost, we have a net operating figure of 5 cents. 

The CHatrMan. bo you mean by that, that the average of these 21 
carriers, when they take in $1, their average operating cost was 98.5? 

Mr. Serra. That is correct, sir. 

As a matter of fact, this territory, because of other factors to which 
I will briefly refer, has the highest operating ratio of all the other 
eight geographical regions. 

So you can readily see, going back to the illustration I just gave 
you, that although Rand Express Freight Lines did nearly five times 
as much business in 1957 as compared to 1947, the profit picture is 
one of decline, and we had less than half the profit in 1957 as against 
1947. Now we have little left to plow back into the business. 

Taking a look at the area that my company serves, we come up 
with a picture of a highly industrialized complex of cities and towns 
that spell one word to anyone in the motor transportation business— 
congestion. It is this complex of towns and consequent highway 
congestion that moved me to be one of the first motor carriers to use 
the New Haven’s “piggy-back” service back in 1948. The railroads, 
at least the New Haven, have long recognized “piggy-back” as one 
of the ways of retaining some of the profitable traffic that would 
otherwise be lost to the motor carrier. In my opinion, this is one 
area in which the railroads and motor carriers can cooperate to their 
mutual benefit and to the advantage of the shippers. In fact, I 
remember some figures from a survey done in 1955, that three of us 
motor carriers paid the New Haven a little more than $1 million 
in 1954 as its share of the revenue for “piggy-back” service. 
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Not only is this area that my company serves congested, it also 
has the highest concentration of competition in the country in rela- 
tion to the tonnage to be moved. For instance, between New York 
City and Boston alone there are 65 class I motor carriers operating, 
and I don’t know how many other class II and III carriers. All of 
this points up to a picture of a highly congested highly industrial- 
ized, and hi hly competitive area in which to do business. 

On top of this, we think it would be interesting for the committee 
to know that a sizable portion of all the freight my company hauls 
js susceptible to private carriage, because the average haul my com- 
pany runs is somewhere between 100 and 200 miles, and such short 
distances are conducive to private carriage. This, coupled with the 
savings that can be effected through the avoidance of the 3-percent 
tax on for-hire transportation, are compelling reasons for more and 
more shippers to go into that form of carriage. The loss of tonnage 
in that direction, in fact, is alarming, and as a case in point, a recent 
inquiry by several motor carriers showed that 6 shippers in the 
Providence, R. I., area have, within the last year, started hauling 
their own freight, representing a loss of a little more than 150 million 
pounds of freight a year to the motor common carrier. 

The Cuatrman. Mr. Serra, may I ask there: When a company 
such as you mentioned goes into private carriage, do they go out 
and buy new trucks? 

Mr. Serra. It all depends, and I would like to quote from a recent 
speech made by a traffic manager of a New York manufacturer, and 
this was published in a trade publication. In fact in Traffic World, 
February 1, 1958. I quotesome of his remarks: 

Do you own and operate your company trucks? If not, why not. Why pay 
3 percent transportation tax which you have to pay common carriers when by 
using your own equipment you can save 3 percent on every freight bill which 
is transportable on company equipment. Let us go even a step further, note 
I said do you own company equipment. My company leases and operates 
through our traffic department a fleet of tractor trailers which operates through- 
out the eastern United States within a radius of approximately 400 miles 
from Syracuse. 

The Cuarrman. That is the point at which I was trying to get. 
There is a growing tendency, when they do get into this, to rent a 
truck or lease a truck ? 

Mr. Serra. That is very true. 

The Cuarrman. Can they lease the driver, too? 

Mr. Serra. In many cases, they do. 

The CHarrman. So they just go into the trucking business by a 
lease, or rental, or an arrangement such as that? 

Mr. Serra. That is correct. 

Here, in a word, from the mouth of a wide-awake traffic manager, 
is compelling evidence that the 3-percent transportation tax is one 
of the basic reasons for shippers going into private carriage in one 
form or another. In this quote alone there is sufficient reason for 
repeal of the 3-percent transportation tax. 

he CHarrMan. But if that tax weren’t there, in your considered 
opinion, would it then be profitable for them to lease equipment and 
go into the trucking business? 

Mr. Serra. I would think it would be questionable whether they 
would still go into private carriage if they 3-percent transportation 
tax did not exist. 
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The Cuarrman. In other words, they would get the same service 
and not save the 3 percent from a common carrier 

Mr. Serra. From a common carrier. 

The Cuarrman. And would not want to be bothered with the trans- 
portation end of it? 

Mr. Serra. That is so. 

The Cuatrman. They don’t want to be bothered with it anyway 
or they wouldn’t lease it. They would buy their own equipment. 

Mr. Serra. They would buy their own equipment if they felt they 
could effect the economies that they looked for. I think that the first 
thing that they generally consider is the fact that at least a 3-percent 
edge of savings over for-hire carriage is immediately effected the 
moment that they either purchase their own equipment or lease equip- 
ment, and many companies have done so, so that they relieve them- 
selves of the operating cost together with the 3-percent tax. 

Senator Smatuers. Is it not a fact, Mr. Serra, that the truck leas- 
ing business has become a very profitable and growing business in 
recent years ? 

Mr. Serra. I would think so. There seemed to be more and more 
of it as the years go by. So that apparently it has become a very 
profitable type of business. 

The Cuatrman. Do you know of any connection between the auto- 
mobile manufacturers and the truck leasing business ? 

Mr. Serra. I don’t think I do, sir. 

Senator Smatuers. Go ahead, Mr. Serra. 

Mr. Serra. The tax is obviously discriminatory because it is the 
one single cost factor that convinces shippers, who can afford to do 
so, to go out and buy or lease their own trucks, and the small manu- 
facturer or processor generally cannot afford to do this, therefore he 
is discriminated against before he even starts to distribute his product. 

As for us, my company has become a collecting agency for the 
Government, and it cost us about 7 percent of the transportation taxes 
I collect to set up and operate a bookkeeping system necessary to col- 
lect the tax. For instance, last year about $2.2 million of my business 
was freight business on which I had to collect the tax. This means 
that I collected some $66,000 for the Government, but it also cost me 
$4,620 in out-of-pocket expenses to make that collection. 

This, I think, 1s an unnecessary burden upon all common carriers— 
both rail and motor. And anything that circumscribes the ability of 
the common carrier to perform the proper services for industry in time 
of peace will certainly circumscribe the ability of the common carriers 
to do the necessary job in any future emergency. 

These conditions, together with the recession, leveling off, or what- 
ever you'd like to call it, in the present economy of our country, do 
not point to a very bright and rosy future for my company, in fact, 
we are going to have to fight every inch of the way. However, in 
view of the foregoing reasons, we need a little help and I plead that 
this committee do all in its power to hasten the repeal of this discrim- 
inatory and inequitable 3-percent freight transportation tax. 

I thank you. 

Senator Smatuers. Are there any questions? 

Senator Lausche ? 
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Senator Lauscue. I have just been told that the aggregate revenues 
produced by the passenger and the freight tax were $690 million in 
1957. Iam quite certain that one of the problems in considering your 
recommendation and that made by other witnesses would be how to 
recoup this $690 million. 

I am wondering whether you have given any consideration to some 
other means of knocking down this argument made by that traffic man- 
ager that the way to circumvent the payment of the tax is to go into 
your own business. 

Have you thought of any other means, except the repeal of the tax, 
to reach the practice that, in effect, in my judgment, is cheating the 
Government and hurting the little businessman ? 

Mr. Serra. I do feel that the repeal of the transportation tax would 
certainly stop many companies from going into the transportation 
field. also believe that a continuation of this tax will certainly 
encourage private carriage, and, in so doing, shrink the revenues that 
are now realized by the Government in this form of taxation. 

Senator Lauscue. Has any thought been given about reaching those 
who convert from engaging public carriers and set up their own pri- 
vate carriers by way of fioabors of trucks used? Do you know whether 
any consideration—— 

r. Serra. I don’t know of any. 

Senator Lauscue. You don’t? 

Mr. Serra. No, sir. 

The Cuatrman. Mr. Chairman, I might put in the record here the 
breakdown—I think the Senator from Ohio would like the breakdown 
of 1957. 

Transportation of property was $468 million, and transportation of 
persons, $222 million. The estimate of the Treasury Department, 
going clear into 1929, is $480 million, which is about the same figure. 
I think this ought to go in the record. 

Senator Smatuers. It will be made a part of the record. 

(The letter referred to follows:) 

THE SECRETARY OF THE TREASURY, 
Washington, February 4, 1958. 
Hon, Grorce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
United States Senate, Washington, D. C. 


DeaR SENATOR SMATHERS: In response to your letter of January 27, receipts 
from the 3-percent excise tax on transportation of property are estimated to 
amount to $476 million and the receipts from the 10 percent excise tax on pas- 
sengers to $215 million in 1958. 

Actual receipts since 1953 and estimated receipts for 1958 and 1959 are shown 
below : 

[In millions of dollars] 





Transportation of— Transportation of— 
Fiscal year r Sliema 


Property Persons Property Persons 


1 $287 
1 247 || 1958 (estimate) 
= 1959 (estimate) 
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The repeal of any tax may, of course, have a variety of incidental consequences 
and indirectly affect tax receipts from other revenue sources. However, there 
is no accurate way to estimate such incidental results, or even to determine them 
after a tax reduction or repeal. Accordingly, the best estimate to use for the 
revenue loss from a repeal of these two taxes is the estimated current receipts 
from them. 

Sincerely yours, 
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Ropert B. ANDERSON, 
Secretary of the Treasury. 

The Cuarrman. It has always been my opinion as to these 
excise taxes—because of the burden that people are relieved from in a 
pasienisk industry like this, or a aakeen industry where people 

elieve private carriage is a better business to go into—that the return 
to the Treasury in other forms of taxation by the stimulation of a good, 
solid business, keeping small business alive, such as a good common- 
carrier system which pays its taxes regularly, and which is stable, that 
actually in the long run it brings as much into the Treasury as you 
lose by pinpointing the excise tax. 

Mr. Serra. lL agree. 

The CuHamman. Some of that is intangible, to be sure. It comes 
in the form of income taxes down through other taxes. 

Mr. Serra. That is very true, because if our company operates 
profitably, our income taxes would be substantial. And if we multiply 
that by the number of truck-transportation companies that operate in 
our area, I think the taxes that we carry, in the form of income taxes, 
would far exceed the taxes that are now paid out in transportation 
taxes. 

The Cuatrman. Some of it would be recouped to the Federal Gov- 
ernment, at least a great portion of it. 

Mr. Serra. That is correct. 

The Cuarrman. I must say, for the record, that that has been the 
history of excise taxes in the Treasury, after they have been repealed 
or modified, in many cases. It is almost a two-edged sword. 

Mr. Serra. That’s right. 

The Cramman. I can see possibly, if this were to continue, where 
automobile manufacturers, through another acceptance corporation, 
or a second corporation, could set up a for-hire or for-lease agency 
that would be advantageous for anyone moving any large amount of 
products to have their own trucks. 

Mr. Serra. That is very true. 

The Cuarrman. As a matter of fact, I am not so sure that that isn’t 
happening right now. 

Season Smatuers. Mr. Serra, is it not a fact that if the 3-percent 
transportation tax were taken off, and if you or these carriers or the 
transporters still kept their rates up, that then they would have an 
additional 3 percent of their income on which they would have to 
pay an income tax ? 

Mr. Serra. I would think that that would likely happen, yes. 

Senator Smatuers. And it would work just the reverse; if the ship- 
per didn’t lower his costs then he in turn would have an additional 
3-percent income on which he would have to pay a tax. Then it 
would work the next step further, that if the shipper and those who 
were transporting it <mk lowered their rates, which we will assume 
they would do, or leave them—in other words, not keep them up to 






a = era 
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the point where the 3-percent figure now requires them to be—then 
there would be a benefit to the consumer of 3 percent, in which event 
the consumer would have an additional 3-percent purchasing power 
and as a result it would help our economy. 

Mr. Serra. Exactly. 

The Cuarrman. Wouldn’t 52 percent of the 3 percent have to go 
back to the Government ? 

Mr. Serra. Definitely. 

The Cuatrman. So at least half of these figures have got to come 
back. We could cut that 50 percent right now. 

Mr. Serra, That’s right, sir. The 52 percent would eventually 
find its way back to the Treasury. 

Senator Smatuers. Are there any other questions? Senator 
Schoeppel. 

Senator Scuorpre.. I want to say that your presentation here, with 
the others who have spoken on it, together with the railroads, prob- 
ably with the economic condition we find ourselves in, has pointed 
up the necessity for Congress to take a pretty cold-blooded look at 
this thing. The whole difficulty is that we didn’t put a cutoff date 
on a lot of these war taxes that they forgot to take off, or didn’t want 
to take off when the war was over. That has been our great problem. 
[ Applause. ] 

We let it ride along there and ride along, and everybody hollers 
that the Treasury wants the money. If you give them 5 times that 
amount of money, it will be spent some place. 

Senator Smaruers. On that happy note, Mr. Serra, we thank you. 

Mr. Serra. Thank you, gentlemen. 

Senator Smaruers. Our next witness is Mr. Richmond, president of 
the Mercury Motor Express, Inc., Tampa, Fla. 

Let me say for the benefit of the subcommittee that Mr. Richmond 
is not only a good transportation man but one of our very esteemed 
and respected citizens, and of course I, for one, am delighted to have 
you here, sir. You may proceed any way you like. 


STATEMENT OF M. T. RICHMOND, PRESIDENT, MERCURY MOTOR 
EXPRESS, INC. 


Mr. Ricumonp. Thank you very much, Senator. I hope I can live 
up to that opinion. 

I might mention, by way of information to your committee, that 
I don’t know very much about transportation. Of course it is a very 
simple thing, I suppose. Our customers are always telling us how we 
could do everything a little better than we do. We try to take their 
suggestions as best we can. 

enator Smatuers. I would like to say to you that you may think 
that your business is bad in that respect, but look at ours. [Laughter. ] 

Mr. Ricumonp. We can appreciate your problem, sir. 

My name is Tom Richmond and I am president of Mercury Motor 
Express, Inc., in, may I say, sunny Florida. Mercury is a common 
carrier by motor vehicles of general commodities with the usual excep- 
tions between the States of Florida, Georgia, and South Carolina on 
the one hand, and on the other hand the States of North Carolina, 
Virginia, West Virginia, Tennessee, Pennsylvania, Maryland, Dela- 
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ware, District of Columbia, New Jersey, Rhode Island, Crnnentionts 
Massachusetts, and those points in New York State on and south o 
United States Highway No.7. Mercury operates over irregular routes 
and is authorized to provide service between all points in the described 
service areas via Mount Olive, N. C., and points within 15 miles 
thereof. 

However, we are required to move all of our vehicles through Mount 
Olive, N. C., which is called our gateway point. 

Mercury and its predecessor companies have been actively enga 
in the transportation of property within the scope of their operatin 
certificate since the summer of 1950. The annual gross revenues 0 
Mercury Motor Express for the year of 1957 was $5,300,000 and 
approximately 75 tractors and 175 trailers and 50 pieces of terminal 
equipment were used in this operation. However, we consider our- 
selves a small business. We are just little people in Florida. Mercury 
and its agencies employ agenesis 450 people and maintain 18 
terminals in the principal business areas from Florida to New York. 
I might explain that by saying that we operate to a certain extent 
through independent agencies wherever and whenever possible. Actu- 
ally, we have approximately 200 people on our own payroll, a good 
portion of which are accounting people and sales people. 

I am appearing here today—please excuse me for putting Mercury 
Motor Express first, but I guess that is just the human element in the 
thing—actually it is equally for my own company, the Irregular 
Route Conference, and the American Trucking Associations, Inc. 

With your permission I would like to discuss some of the aspects 
of the practical effects of section 22 as it works from the point of 
view of the people who operate under its mandates. 

I would like to give you a brief outline of the story of our own 
company, which as I say is a small company. We actually studied 
our traffic for the third quarter of 1957, and out of approximately 
$1,400,000 in gross revenues we collected about $192,000 from the 
Government-—or the Government owes us that much money. They 
haven’t paid us that much yet but Iam sure they will. That amounted 
“ about 13.7 percent of the total traffic handled during that period 
of time. 

We attempted to break that down, to break the Government traffic 
down between the traffic that moved on section 22 rates and the traffic 
that moved on what I call civilian rates or regularly published tariff 
rates. We find that we handled $48,335 worth of Government traffic 
on section 22 quotations. 

We attempted to compare that with what the rates would have 
been in the commercial tariffs. I might point out this was a little 
difficult because there is a tendency for Government installations to 
ship their traffic under a classification known as freight, all kinds, 
and we seldom ever know exactly the commercial classification of that 
particular traffic. There is some of that done in commercial trans- 
portation, but not a great deal as yet. 

The tendency is growing in that direction, particularly where you 
ship a number of small shipments as a truckload shipment and you 
simply describe it as “freight, all kinds.” But as nearly as we could 
tell, we found that we collected $6,252 less money on the Government 
truckload traffic than we would have had it moved on presently 
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established civilian rates, and on the less truckload shipments we col- 
lected $2,538 less money. 

Gentlemen, in a 3-month period this adds up to $8,790 reduction 
in ae civilian revenues, which roughly would be $32,000 a 
year. You can easily see that is less than 1 percent of our gross 
revenues, but it is awfully hard to make an extra percentage point 
on your ratio these days, gentlemen, with your costs going up con- 
stantly and, in all fairness, our civilian rates being regulated to the 
degree believed to be reasonable by the Interstate Commerce Com- 
mission. 

I might say right now that we have no fault to find with the reason- 
ing of the Interstate Commerce Commission. 

Senator Scuorpret. Mr. Chairman, I have a question. 

Senator Smatuers. Senator Schoeppel. 

Senator Scnorrren. On that volume of business that you handled 
there for the Government, did you break even on that? Or are you 
able to say ¢ 

Mr. Ricumonp. Yes, sir. We made a little profit on that, and I 
will tell you why a little further down, sir. 

One other problem that we are running into in the transportation 
of Government traffic, and one reason why we feel that a rate below 
the commercially published rate is not equitable is that in our area 
at least most of our Government installations are demanding a faster 
and more expeditious service than the general public demands. 

I am sure you know that if we are called on to make a truckload 
pickup at 10 o’clock at night, that runs into overtime. And overtime 
1s a bloody cost in the trucking business where roughly half of your 
revenues are spent—half of your costs I should say are payroll, or its 
equivalent. This time-and-a-half business is something we try to 
stay away from. But we are there to provide service, and when the 
Government calls for service we do our best to give it to them. The 
only defense that our company has been able to devise so far, and I 
hope it isn’t considered to be un-American because we think we are 

ood Americans, we just don’t participate in those cheap rates to the 

t of our ability. 

We forego the traffic rather than to transport it at what we believe 
to be a loss, because we feel that a loss on one phase of traffic has to be 
borne by the other phase. You have to attempt to make a profit for 
your company as a whole. So our efforts have been directed along 
the lines of participating only in those portions of the traffic that we 
are qualified and capable of moving and providing the service desired 
and have a little something left after we pay all of our bills. 

Senator Smatuers. Tom, what are the regular work hours for a 
truckdriver, for my own information, and what do you pay in 
overtime? 

Mr. Ricumonp. Most of them work from 8 to 5. They do permit 
other shifts under union regulations, but you pay generally a fixed 
premium, such as 10 cents an hour extra for a man who works, say 
from 2 to 10. Any time you work over 8 hours in 1 day—I think this 
is basically a true statement—any time over 8 hours in 1 day, regard- 
less of when you started or when you get off or what your rate of pay 
is, you get time and a half for it, or if you work over 40 hours in any 
1 week you also get time anda half. 
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Senator Smaruers. Is that the teamsters union that you worked 
this contract with ? 

Mr. Ricumonp. Yes, sir. 

Senator Smaruers. With whom do you negotiate, just for my own 
information, your terms with respect to the teamsters? Or do you 
negotiate ? 

r. Ricumonp. No, sir; we have never had the privilege of what I 
think a negotiation is. Weare generally handed a standard form and 
told “Sign here.” 

Senator Smatuers. Who hands you that form? 

Mr. Ricumonp. Generally the business agent, sir. 

Senator Smatuers. The business agent of what ? 

Mr. Ricumonp. Of the local, where our terminal is located. 

Senator Smaruers. Of course, that business agent is a representa- 
tive of the National Teamsters Union ? 

Mr. Ricuaonp. Yes, sir. Sometimes they say he is, and sometimes 
he says he doesn’t have to do what the other fellow says for him to do. 
It sort of depends on circumstances. 

Senator Smatuers. Does everybody who operates a truck in your 
area pay the same rates ¢ 

Mr. Ricumonp. I can answer you this way, Senator: they are not 
required to. We are not required to in every instance. Every termi- 
nal that we have or do business with is not an organized terminal. 
But I believe I can say without exception we pay equal or better 
hourly rates than the union contract calls for. I mean it is a matter 
of economic necessity, sir. You can’t get a decent employee unless 
you pay as much as your competitor does. You get the bad element 
and the riffraff, the inefficient and disinterested. 

Senator Smaruers. What I am driving at is this: Do you nego- 
tiate your contract as a sort of an industrywide matter, or is it nego- 
tiated on a specific company by company basis? 

Mr. Ricumonp. I don’t know that I am qualified to answer that, 
Senator. It is my understanding that most truckdriver contracts 
are now negotiated on what you might call an area basis. For ex- 
ample, in New York, New Jersey, and that area, they have a standard 
form, I think it is either 2 or 3 pages, and you don’t dare change a 
comma, period, or anything else in that thing. The Chicago area I 
understand they have a slightly different one. In the southeastern 
area, which covers most of the Southern States, they have the south- 
eastern area agreement, which isa standard form. It is more lengthy, 
but it is reasonably uniform. 

Senator Smaruers. So everybody in the southeastern area pays 
relatively the same to their drivers? 

Mr. Ricumonp. That is correct. 

Senator SmarHers. And the same hours of work are required and 
so on? 

Mr. Ricumonp. Yes, sir. The costs to the individual operators, 
we have never been able to tell any difference. We run our business 
a little bit different from the way some people do, but we feel that our 
overall costs are as comparable with anyone else as it is possible for 
them to be. 

We feel that the practical difference between the efficiency of the 
various modes of transportation depends really as much on the in- 
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— of management as it does the fixed factors that we are faced 
with. 


Senator Smaruers. All right. 

Mr. Ricumonp. I would like to point out on section 22 participa- 
tion that at the present time our company has on file only approxi- 
mately 48 original rate tenders. Out of gross revenues, Government 
traffic, of $192 million, we don’t think that is very many. Eighteen 
of these forty-eight are of the embracing nature referred to as freight, 
all kinds. In the event a damage claim comes up, which it sometimes 
does, we are quite often faced with a very expensive claim on an item 
that we didn’t even have any knowledge of the identity of at the time 
we picked it up. It was crated, boxed, and had a serial number on 
it and that is all we knew about it. 

However, that is one of the few problems we have. In addition to 
the quotations that our company has individually made, our traffic 
bureau or traffic rate agency, Southern Motor Carriers Rate Confer- 
ence located in Atlanta, has ceased publishing section 22 quotations 
for, I believe, approximately the past 2 or 3 years. They originally 
published them not as a function of the rate bureau, but simply as a 
convenience to its members. But it got to be such a burdensome thing 
that they couldn’t afford the administrative cost of keeping up with 
them, keep publishing them, so they simply maintained on file the 
ones they already had, but they have not added any new ones which 
I am told. 

I am also told that even up to the last 2 or 3 years they had approxi- 
mately 900 of them on file. To the best of my hnatlahate we are a 
party to only about 90 of those, or 10 percent, although we operate in 
an area where we probably could be of service to the various govern- 
mental installations. But we just can’t drive a truck as cheap as they 
would like for us to sometimes. 

If you would permit me, I would like to go into some of the other 
items of why section 22 is undesirable. To those of us who are engaged 
in the actual transportation of property on a day-to-day basis it seems 
to us that the inequities of the thing are relatively clear, or they seem 
clear to us at least, although I might admit that there is a lot of per- 
sonal element involved in the thing. You know, the inherent eager- 
ness of an independent businessman with which this country is blessed 
is that to obtain a fair advantage if he can over his competitor. 

In an area like this, with no regulation whatsoever, I am afraid 
their enthusiasm sometimes overcomes their better judgment a little 
bit. Since the Government is considered to be the largest shipper 
in the world, and when you consider that when Sherwin-Williams 
calls us up, which is a large paint company, and says, “We would like 
for you to consider foregoing the last increase’”—I shouldn’t have prob- 
ably used their name because other people do it, also—I simply point 
out the fact that our rate levels are influenced to a certain extent by 
the volume of traffic that could be tendered to us. 

Of course nobody promises you anything. They just lead you to 
believe that you may get a little better consideration than you have 
been getting, and if any of the large corporations for whom we haul 
traffic had the opportunity to tell us what we should charge them, 
me a southern expression, they would be “hogheading.” They really 
like that. 
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That in effect is what the Government does. Nobody says whether 
the rate is reasonable or unreasonable. And the reasonableness of 
the thing, in my opinion, is something that can hardly be decided by 
one of the participants in the transaction, either pro or con. That is 
why we have the Interstate Commerce Commission who are charged 
as you well know with the responsibility of the public interest. 
And that is their responsibility to maintain a sound national trans- 
portation system. 

We can’t have a sound transportation system if somebody is exercis- 
ing bad judgment in the way they are running their business. Per- 
sonally, I feel that our Commission has been really the lifeline for 
our transportation system today. I think they are directly responsible 
for the present-day efficiency of it. 

Gentlemen, it must not be so awfully bad because some of our com- 
petitors who are tied to steel rails are still doing very well. They are 
not all in bad shape, just some of them. If you will excuse me, I think 
it is a relatively small percentage of them, too. 

But nonetheless, gentlemen, one advantage of having all rates under 
the jurisdiction of a competent body such as the Interstate Commerce 
Commission is, is that if anyone feels that they have been taken un- 
fair advantage of, that they have been discriminated against or some- 
thing has been done improperly, they have an avenue of relief. 
They can go to the Commission and present their views and ask for 
a fair and impartial hearing on the thing. 

All of us like to think we are always right, but we are not always 
right, only from our own point of view. I frankly admit that I am 
not qualified to take an overall view of the ultimate effect on the 
transportation system as a whole because being reasonably human I 
look at my bankbook first. That is the first place I look. And that 
is who I am primarily interested in. 

But the Commission is in a better position to see both sides of the 
fence at the same time. Talking about fences, I am sure you know 
that one side of the fence can be left unpainted and it looks pretty 
bad. But you paint the other side and there is sure a lot of difference 
in the picture that you see, but it is the same fence and the same two 
sides. 

The reason why we need control of section 22 rates or Government 
rates, I should say, under the ICC, is for the specific purpose of hav- 
ing competent people decide whether or not they are reasonable. 

Gentlemen, I submit that practically everything that any of us 
do is based on a degree of reasonableness. It has to be. I don’t think 
that there is anyone who alone could do the things they do and disre- 
gard the reasonableness of the situation. We feel that individual 
carriers are not qualified to determine the overall reasonableness of 
the situation, and by the same token we don’t think that the gov- 
ernmental agency is qualified. In fact, in some cases they have said 
that they were not set up for that purpose. 

We don’t criticize the Department of Defense, for example, for 
trying to get their property transported as economically as they can. 
We think it is an admirable trait. But their ideas of reasonableness 
and the final figures on the financial report sometimes don’t work out 
just exactly together. 
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There is a little bit of conflict in the governmental policy, too, which 
I would like to point out. I would like to refer you to report No. 
2034, issued by the Senate Appropriations Committee, which admon- 
ishes all governmental agencies to pay full heed to the national trans- 
pe policy. On the other hand, there have been statements made 

y Department of Defense officials to the extent that they are required 
to use the lowest rate that they possibly can. So it seems to me like 
there is a little bit of conflict there in what is actually the intent of 
Congress in a case of that kind. We feel that it might be possible to 
state it a little more clearly and that would clear up some of the con- 
flicting ideas that apparently have arisen under various interpreta- 
tions of section 22. 

When you say you are constrained to accept the lowest rate, what 
does that mean? Does that mean 1 cent a hundredweight less than 
your competitor, or $1 a hundredweight? There is no question but 
what 1 cent less is the lowest rate, and the temptation to fire all your 
salesmen and go into Government business alone by simply making 
section 22 quotations 1 cent a hundred cheaper than anybody else has, 
looks pretty attractive sometimes. 

It seems like you ought to get a lot of business with a very low soli- 
citation cost in that manner, and there is nobody to say that you can’t 
do that. There is nobody to say that you are unreasonable in your 
approach and that it is an improper rate. 

Of course in the final analysis the cost of transportation is actually 
borne by the shipping public and by the citizens of the United States. 
On several occasions governmental agencies have said, in statements 
and in letters, that they have neither the facilities nor the experience 
to go into the ratemaking business. What I interpret them to mean 
by that is that they are not qualified to determine the degree of rea- 
sonableness of the rate. 

This is one of the inherent evils in section 22 which actually hurts 
the national transportation system. There is a tremendously strong 
human tendency for one carrier to be competitive with another, par- 
ticularly where you are simply using a slightly different tool in the 
work that you are doing. I am sure that a carpenter could probably 
build a house by using a hand ax instead of a hammer, but it wouldn't 
be a very economical way todothe thing. Nonetheless it could be done. 

The tendering of unregulated rates unquestionably has a very dis- 
ruptive effect on our economy as a whole. 

Gentlemen, I would like to bring up a point here that has been the 
subject of a great deal of discussion, and that is what would it cost the 
Government if section 22 were repealed. I am not a certified public 
accountant. In fact, I don’t know an awful lot about bookkeeping 
except to read the bottom line and see if there is anything left after 
all the bills are paid. But as far as I can find out, the strongest argu- 
ment for the retention of section 22 has come from the Department of 
Defense. It is my understanding that even our rail competition are 
fairly sharply split on the subject, and it has been said that the Penn- 
sylvania Railroad’s president is in favor himself of the repeal of sec- 
tion 22. 

There have been a number of statements made in the past by a num- 
ber of people as to how much it would cost in additional freight charges 
and passenger charges, too, I supppose, if it were repealed. As nearly 
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as we can tell, based on the calculations that we have been able to make, 
and using the calculations made by some of the people who made the 
statements, there is a wide range of estimating going on there. 

For example, in 1956 a spokesman for the Sanaa of Defense 
stated in a letter that it would cost approximately $29 million for the 
additional cost for the movement of freight, and $8,100,000 for the 
transportation of passengers if section 22 were repealed. 

Senator ScHorpreL. Was that in your area or are you speaking 
generally ? 

Mr. Ricumonp. No, sir; I understand that is the national situation. 

Senator ScHorrre.. You say $29 million? 

Mr. Ricumonp. That was the statement made by Secretary of the 
Army Wilber Brucker, I understand, in 1956. But he qualified his 
statement by continuing and saying, “Possibly some reduction in these 
amounts would result from tariff adjustments of rates and fares on 
United States Government traffic,” which I think was a fair statement, 
the last part. But the first part, as nearly as we can determine, was 
an estimate pulled out of the air. 

Senator Scorpre.. I will say very frankly, I recall when the matter 
came up before our committee on an important piece of legislation, 
that there were some figures given that ran into several hundred mil- 
lions of dollars. 

Mr. Ricumonp. Yes, sir. 

Senator ScHorpre.. It seems to me, with a figure like this, coming 
from a responsible authority, somebody had better brush up on their 
housekeeping. 

Mr. Ricumonp. The rather odd part, Senator, is that in the same 
year, 1956, another gentleman from the Department of Defense quoted 
$215 million. 

Senator Lauscur. May I say, Mr. Chairman, that testimony given 
on the last bill that dealt with this subject was to the effect that it 
would cost $600 million. I corrected that with the staff member, and 
that is the last figure which we have. 

Mr. Ricumonp. The point that I was trying to make, sir, is the fact 
that there is an extremely wide variation in the figures that have been 
quoted. The variations have been so wide that they lead us to wonder 
if they have factual substance to them at all. 

For example, a year later, in 1957, the very same gentleman who 
quoted $215 million, reduced his estimate to $128 million. I person- 
ally cannot understand how, on the basis of any reasonable calcula- 
tion, there would have been a fluctuation of that sort, because I am 
certain that the traffic shipped by the Government itself did not vary 
in the same degree at all. 

We have attempted to the best of our ability, using the figures that 
are at hand, to analyze this situation. Our conclusions were reached 
in the following manner : 

We have been advised that the Department of Defense has an 
annual domestic transportation bill, including passengers and freight, 
of approximately $650 million. This was included in the hearings of 
the Senate Interstate and Foreign Commerce Committee on S. 939, 
page 103. That is where we got the information. 

I believe the same person also stated that 25 percent of the Depart- 
ment of Defense traffic moves on section 22 rates, or one-fourth. If 
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we take a fourth of the total bill, that means that we have approxi- 
mately $162 million of Government traffic moving on section 22 rates 
for this particular year, which I believe was 1956. 

Senator Lauscne. Did you, in your calculations, make inquiry 
whether there are other departments of the Government, except the 
Department of Defense, that is involved in this general problem ? 

Mr. Ricumonp. I am not certain. 

Senator Lauscuer. Obviously you are correct in your figure that 
the total passenger and freight charge was $650 million. Then it is 
demonstrated that the figure of $600 million, which they said would 
be the increased cost, is incorrect. But I am told that there are other 
ae that are involved in this that bring this sum up to that 

ure. 

{r. Ricumonp. Senator, you may be exactly correct. However, 
within the limits of our personal experience, the traffic that we haul 
is all for the Department of Defense. I cannot personally recall any 
other governmental agency. We have State and municipal agencies 
which take advantage of section 22 rates. But within the limits of 
my personal experience, I don’t know of any other department. 

However, I would like to call your attention to the fact that if other 
branches of the Government are shipping traffic under section 22 rates, 
they apparently have not protested the cancellation of section 22, or at 
least I have no information pertaining to any opposition that they 
might have had to it. 

enator ScnHorrreL. Do you have a breakdown on the amount of 
traffic that has been used or that utilize section 22 on the parts of States 
and municipalities? Do you have access to those figures? It might 
be helpful to us if you have. I won’t burden your company to get 
it. But I wonder if you have done any checking on that? 

Mr. Ricumonp. No, sir, not personally I didn’t. However, we will 
aa ~ best to dig up any information that you think might be 

elpful. 

(The material subsequently submitted is as follows:) 

MeERcuRY Moror E:xpress, INc., 
Tampa, Fla., February 28, 1958. 
The Honorable GrorGe A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 


Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DeaR SENATOR SMATHERS: During my appearance before your subcommittee 
on February 18, 1958, I was asked a question by Senator Schoeppel (page 1048 
of the transcript). His question related to the amount of traffic that moves 
on section 22 rates for State and municipal governments. I assured Senator 
Schoeppel that I would attempt to secure such information, and this letter is in 
response to that assurance. We have reviewed our bills of lading for this year 
to date and did not find any instances of such movements. 

Neither is any specific information available on a national or an area basis 
which would indicate the volume of freight traffic moving at reduced rates for 
State or municipal governments. However, I do desire to submit for the record 
certain comments on Senator Schoeppel’s question. 

As you know very well, section 22 was amended last year to require that 
section 22 tenders be filed with the Interstate Commerce Commission. This 
amendment did not require the filing of these quotations or tenders applying 
to State or municipal governments. This is the principal reason why we are 
unable to obtain any estimate of the volume of such movements. 

It may be of interest to you to know that the National Association of Railroad 
and Utilities Commissioners (the national association of State regulatory 
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bodies) has a formal position favoring the repeal of section 22 as it applies to 
reduced rates for governmental bodies. 

In this same connection it may be of interest to you to know that there are 
a number of States which specifically prohibit reduced rates to governmental 
agencies insofar as intrastate commerce is concerned. 

I understand that Mr. Rahilly has submitted to you specific language to place 
State and municipal governments on an equal basis with all other shippers. I 
sincerely hope that the committee will see fit to act favorably upon this pro- 
posal which is of great significance to the trucking industry. 

Sincerely, 
M. T. RICHMOND. 

Mr. Ricumonp. The only rates I can think of that moved on a 
depressed basis that we participated in was some sodium hydrochlor- 
ide which moved from a factory in Tampa to a city in New York— 
Buffalo. I understand it is used in some manner in their water purifi- 
cation process. It moved on a depressed rate. Fortunately our local 
supplier’s contract ran out and they are getting it out of Atlanta 
now, so we don’t participate in the movement any more. That is the 
only specific instance I can think of. 

Our inquiries developed a rather astonishing figure here. As nearly 
as we can tell, of the approximately $162 milhon spent by the Depart- 
ment of Defense on traffic moving under section 22, a little over half, 
or $82.3 million, was expended for the movement of household goods. 
I have often wondered whether household goods belonging to Govern- 
ment personnel are really considered to be Government property or 
not. But it is a rather unusual case where over half of the money 
was spent for the transportation of household goods rather than for 
what you might ordinarily consider Government freight in the man- 
ufactured article sense of the word. 

Nonetheless, in an appendix to the House Interstate and Foreign 
Commerce Committee Report No. 667, dated July 1, which accom- 
panied H. R. 3233, that was the source from which we obtained this 
information on the household goods movement. 

Some Government officials—whose identity I do not have—are 
reported to have placed the additional cost to the Government on the 
movement of household goods alone at $12 million. We feel, gentle- 
men, that if it is only going to cost $12 million more by their own testi- 
mony to move half of the traffic which is presently moving on section 
22 rates, that it would be unreasonable to think that it would cost 
any more to move the other half of traffic which is moving on section 
22 rates. But in order to round the figure out, we have used the figure 
of a possible maximum of $25 million increase on the Government 
freight bill on the traffic that we have studied. 

In deference to the Senator from Ohio, I would like to point out 
that there is a possibility of what I would believe to be a minor amount 
of other traffic shipped by other governmental agencies. But I don’t 
think that it would materially affect the figures here. As a matter of 
practical application, I don’t personally believe that it would cost the 
Government any more money. 

Certainly when you consider the influence of the largest shipper in 
the world in getting rates that are favorable within a degree of reason- 
ableness, I would think the Government would have the best opportun- 
ity to get the best rates of any other shipper that I know of. 

Quite frankly, in our industry point-to-point rates have become 
quite common, { honestly believe that if I had the responsibility of 
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obtaining Government rates that I would have every confidence in 
being able to get as favorable rates as the general public would get 
on a comparable basis. 

Please bear in mind, gentlemen, that by and large Government 
traffic moves between fairly well-known points. It doesn’t just fan 
out all over the whole country the way private traffic sometimes does, 
especially small shipments. Generally, 2 or 3 or possibly more in- 
stallations will have a fairly well-defined fiow of traffic between them. 
As a matter of interest, the majority of the traffic we handle moves 
between only 4 or 5 points in all the States that we serve. 

So speaking from a strictly —— standpoint, and also backed 
up by Mr. Earl Smith, of the Department of Defense, when he was 
being questioned by Senator Purtell on this same committee on the 
hearings on Senate bill 939, he also used the figure of 25 percent of 
the traffic being all that moved on section 22 rates, and under Senator 
Purtell’s questioning he finally said : 


If we could induce the carrier to put all those rates in tariff form, we—— 
meaning the Government— 
would not lose anything. 


And I think the gentleman was 100 percent right. I think that is 
exactly the practical effect that it would have. 

I would like to ask your indulgence to give you an outstanding 
example of what happens in an atmosphere of no rate regulation. 
I would like to call your attention specifically to what has happened 
in the transportation of munitions, which is almost solely a Govern- 
ment function. 

For many years before October of 1955 the generally accepted 
section 22 rate on shipments of military ammunition and explosives 
by both rail and motor was 65 percent of the first-class rate. The 
Interstate Commerce Commission supported that rate level and said 
that they believed it would be fair and reasonable. Or at least they 
said it was not unreasonable, which I would assume to be the same 
thing. 

In the early part of 1955 the military asked the railroads for a 
rate reduction on this commodity. And this request I understand 
was made even though the railroads were then transporting roughly 
70 percent of the total amount of munitions moving, and had done so 
for several prior years. Even with 68 percent of the tonnage the 
railroads acceded to the request of the military and using their own 
discretion, I assume, they must have, they reduced the price to ap- 
proximately 40 percent of the first-class rate. It is only reasonable 
to assume that they did so for what they believed to be the effect of 
getting the other 30 percent of the traffic. I mean, otherwise there 
wouldn’t be any point in reducing the price unless you exepected 
to get some good out of it. 

But it didn’t work that way. According to the figures that we 
have here, they didn’t get any more business. In fact, I guess you 
might say that the thing sort of backfired. 

As nearly as we can tell, for the 6-year period 1950-55, the average 
revenue per ton received by the railroads for the transportation of 
ammunition and explosives was $46.30 per ton. After this reduction 
that dropped to $32.77 per ton, or a reduction of 29.2 percent in their 
revenues. 
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On top of that I presume the Government didn’t ship quite as 
many tons as they previously had been shipping, but in any event 
the railroads didn’t get any bigger percentage of the traffic than they 
had enjoyed before, so they called a shrinkage in both directions, 
a shrinkage of income and a shrinkage of traffic at the same time. 

Contrasted to that, gentlemen, I would like to mention the trans- 
portation of fresh meats, which is a regulated commodity, reasonably 
regulated in the sense that we use the word. 

The railroads carried 3.4 million tons of fresh meat in 1946, and 
collected a little over $56 million. In 1950 they carried slightly less, 
3.3 million tons, but they received $92 million. They got over 100 
percent increase in their revenues with a slight decrease in tonnage. 

I don’t know whether any more meat was shipped or any less meat 
in total. But if they hauled less meat, it unquestionably would have 
cost them, on a comparable basis, a iittle less money to haul it, and they 
go relatively 100-percent increase in their income. From our point 
of view that is the way to operate a business, to reduce your expenses 
and get more income. 

I wanted to bring that out, gentlemen, as an example of the differ- 
ence of a nonregulated comming and a regulated commodity. 

To sum this thing up, we feel strongly that the “free or reduced 
rate provision to the Government” of section 22 should be repealed 
because it produces a climate of cutthroat competition among the 
carriers who do transport regulated commodities, and somebody some- 
where further down the line has to make up the deficit. 

The people who pay commercial rates had included in those rates 
any concession that is made to governmental agencies. Section 22 
is in about the same form today as when originally put in for a specific 
purpose. 

And we find no fault with the original specific purposes of section 22 
but we contend it has far outlived its usefulness. And besides it 
places a tremendous administrative burden on Government transporta- 
tion agencies. 

You know the Government has to audit every bill. If they only 
had to look one place to determine if they were charged the proper 
price or not, it would make a material reduction in the time, which 
is cost, of auditing those bills, instead of having to check the multi- 
tudinous places that they now do. 

One other thing I would like to mention, gentlemen; those of us 
in the South have gotten just a little bit tired of a lot of the remarks 
that our rail competitors have made about us taking their traffic away 
from them. We don’t control traffic. The shipper controls it. And 
most shippers are pretty smart economically minded businessmen, 
and they spend their transportation dollar where they believe they 
are getting the best value for the money they spend. That value 
generally hinges around the word we call service. 

In fact, it is right comical in some of the military installations 
that we do serve where the rail siding is located 400 or 500 yards from 
the warehouse where they want the Sawn to be made, they call for 
truck service instead of rail service. So the definition of “service” 
takes some rather odd turns sometimes. 

But nonetheless, we feel that there is a great deal of gain to be made 
in the public interest by the exploitation of what is known as “piggy- 
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back” by trucklines and rail lines working together for their mutual 
interest and benefit and for the combined interest of the public from 
an economy standpoint. 

We don’t use the highways with our trucks because we want to. 
We use them because that is the only economical way we have of 
transporting pr operty at the present time. 

I would like to point out to you that many of the railroads, par- 
ticularly in our area, haul a great deal of traffic at much lower rates— 
and I am talking about commercial rates, too, not section 22—than we 
would be willing to pay for the e transportation of trailers. 

They say that they are a volume carrier, that they like big ship- 
ments. We are prepared to give them a shipment 35 feet long and 
about 12 feet high and 8 feet wide that weighs 45,000 pounds in one 
piece. They won’t quote us a rate; they want to do the whole job. 

Gentlemen, I submit that if they ‘can’t run a railroad satisfactorily, 
I don’t know what makes them think they can run a truckline. Surely 
if we have any transportation industry in the world that has to remain 
flexible in all of its aspect, it is the trucklines. 

I don’t know what makes them think the grass is any greener on the 
other side of the fence. Actually, gentlemen, the truc ‘king business 
from our point of view is a day-to-day problem. We can’t make too 
many future plans because we feel that we have to take advantage of 
every technological development, and Lord knows, we don’t ‘have 
enough of them. 

We are going to have to spend more time thinking up something 
to operate more economically than we do, because we don’t want to get 
ourselves in the position of some of the local bus companies that op- 
erate in cities where you are reduced to necessity customers. We don’t 
want to price ourselves out of the market. We think we are ingenious 
enough and alert enough and agile enough to hold our own without 
help from other agencies, as long as we get fair and reasonable regula- 
tion, which is what we think we have been getting. 

One other thing, gentlemen, and I will quit. I would like to point 
out to you that one of the hidden costs to the Government of handling 
section 22 rate quotations is in the paper baling that goes on. In the 
year 1955 I am told that the Government negotiated 586 rates with 

railroads. The railroads submitted 1,618 rates voluntarily. In the 
same year the Government negotiated 321 rates with motor carriers, 
but the motor carriers voluntarily submitted 16,641 rates. That was a 
total of 19,166 rates, gentlemen, and on a 252-day working year that 
would be almost 80 per day, every working day of the year. 

I have no way of knowing what it cost the Government to do their 
bookkeeping and their filing on a per-employee basis, but we couldn’t 
afford it, I assure you. 

Thank you very much. 

Senator Smaruers. Thank you very much. You have been a very 
well-informed and helpful witness. 
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(The submitted statement of Mr. Richmond is as follows: ) 


STATEMENT OF M. T. RICHMOND, PRESIDENT, Mercury Motor Express, INc., 
TAMPA, FLA. 


I. INTRODUCTION 


My name is M. T. Richmond, and I am president of Mercury Motor Express, 
Inc., Tampa, Fla. Mercury is a common carrier by motor vehicles of general 
commodities with the usual exceptions between the States of Florida, Georgia, 
and South Carolina on the one hand, and on the other hand the States of North 
Carolina, Virginia, West Virginia, Tennessee, Pennsylvania, Maryland, Delaware, 
District of Columbia, New Jersey, Rhode Island, Connecticut, Massachusetts, 
and those points in New York State on and south of New York Highway 7. 
Mercury operates over irregular routes and is authorized to provide service 
between all points in the described service areas via Mount Olive, N. C., and 
points within 15 miles thereof. Mercury and its predecessor companies have 
been actively engaged in the transportation of property within the scope of their 
operating certificate since the summer of 1950. The annual gross revenues of 
Mercury Motor Express for the year of 1957 was $5,300,000 and approximately 
75 tractors, and 175 trailers, and 50 pieces of terminal equipment were used in 
this operation. Mercury and its agencies employ approximately 450 people and 
maintain 18 terminals in the principal business areas from Florida to New York. 

My presence before this committee is in behalf of Mercury Motor Express, Inc., 
the Common Carrier Conference—Irregular Route, and the American Trucking 
Associations, Inc. 


II. EXPERIENCE OF MERCURY MOTOR EXPRESS UNDER SECTION 22 OF THE INTERSTATE 
COMMERCE ACT 


A brief outline of the participation of Mercury Motor Express in the handling 
of Government traffic might be helpful to this committee. Of the $1,400,000 in 
revenues collected by Mercury during the third quarter of 1957, $192,100 or 13.7 
percent of our total income was derived from the Government. A study of the 
Government traffic handled by our company indicates that 25 percent amounting 
to $48,335 of the total Government traffic handled moved on rates established 
through section 22 quotations. If we compare the revenues we received for that 
portion of Government traffic handled with revenues we would have received 
had the traffic moved on presently existing tariff rates, we find that we collected 
$6,252 less money on truckload traffic and $2,538 less money on less truckload 
traffic than we would have collected on a regularly established tariff basis. 
While these quarterly figures total $8,790 or approximately $32,000 per year and 
represent a small portion of our total revenues, it is still important money to 
our company particularly in. view of the growing tendency for Government 
installations to demand a faster and more expeditious service than can be ac- 
corded the public generally. It should be mentioned here that our particular 
company has tried to avoid any participation in section 22 rate quotations where 
the rates have been depressed to the point where a financial loss for moving the 
traffic would incur. Of course, this policy has forced us to forego a substantial 
volume of traffic in our area and considering the number of military and naval 
bases we are authorized to serve, this is the reason that the proportion of 
Government traffic to civilian traffic moving over our lines is so low. 

Our company has on file at the present time approximately 48 individual sec- 
tion 22 rate tenders of which 18 are of a very embracing nature with a com- 
modity description of “freight-all kinds.” Other quotations provide for the 
specific movement of a vast array of various commodities. In addition to the 
above section 22 rate quotations, Mercury is also a party to Government Rate 
Sheets No.’s 41-—D and 42-C which are published by the Southern Motor Car- 
riers Rate Conference which sheets contain approximately 900 rate quotations 
on a wide range of items. Mercury is shown as a party to approximately 90 
of these rate quotations in addition to the 48 quotations mentioned above. 


21278—58— pt. 2-12 
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Ill WHY THE PROVISIONS OF SECTION 22 ARE UNDESIRABLE 


There has been a great deal of discussion in the past by both the railroads 
and the trucklines concerning the relative merits as well as the equity of that 
portion of section 22 which permits free or reduced rates on the movement of 
Government property. To those persons who are actively engaged in the trans- 
portation of property that is under the control and direction of the various 
Government agencies, the inequity of free or reduced rates is quite clear. One 
of the principal dangers involved in the provisions of section 22 is that the Gov- 
ernment is allowed to negotiate a private rate agreement and, to a certain ex- 
tent even a semisecret agreement, with a carrier which, in many instances, 
places a competitive disadvantage on would-be competing carriers. The in- 
herent eagerness of a businessman to obtain an advantage over his competition 
is also better able to flourish in a climate of no regulation. It is my belief that 
to permit a shipper the authority, notwithstanding the degree to which the au- 
thority is actually used, to establish, in effect, the rates which that shipper 
wishes to pay a common carrier for the transportation of property is discrimina- 
tory ; and that the control of the rates to be charged on Government traffic prop- 
erly belongs within the power and jurisdiction of the Interstate Commerce Com- 
mission. The ICC is staffed with competent personnel experienced in determin- 
ing the degree of protection on rates that would be equitable to all parties to 
the transaction, and we feel that their ability to handle Government rate prob- 
lems is above question. 

Under the Interstate Commerce Act both the for-hire carriers that comprise 
our national transportation system, and the shippers and receivers who make 
up the user group have the right to appear before the Interstate Commerce 
Commission to protest any action taken by a shipper or a carrier which, in the 
protestant’s opinion, constitutes an unreasonable or discriminatory action. His- 
tory has firmly established that such a protestant can look forward to a fair 
hearing and a reasonable adjudication of his complaint. No such right is avail- 
able to the carrier who transports Government freight under section 22 of the 
act. 

Who, then, decides whether or not a section 22 rate is reasonable? The Inter- 
state Commerce Commission has, on several occasions, disclaimed jurisdiction 
over rates established under section 22. Individual carriers cannot be expected 
to have comprehensive knowledge of, or to take cognizance of our entire na- 
tional transportation system when establishing rates. If so, there would be 
little need for Commission action in the ratemaking field. That leaves only the 
governmental agency involved to determine the reasonableness of a rate estab- 
lished under section 22. To illustrate the folly of this situation, Mr. Chairman, 
we have only to compare Report No. 2034 issued by the Senate Appropriations 
Committee which admonished all Government agencies to pay full heed to the 
national transportation policy in their dealings with carriers, with a statement 
made before a three-judge court in California by g high Department of Defense 
official. He stated: 

“* * * we are constrained to use that rate (the lowest rate) even in the face 
of knowing it is considerably lower than the going rate * * *.” 

With this sharp conflict in governmental traffic-management policies is it any 
wonder that abuses have arisen under the utilization of section 22? 

We actually have a paradox whereby governmental traffic-management per- 
sonnel are “constrained” to accept the lowest rate (even in the face of S. Rept. 
2034) and at the same time these same gentlemen are the only ones under 
present law who can make the final determination as to whether or not a rate 
established under section 22 is reasonable. Another paradox exists in that we 
have a situation whereby the shipper of the freight, who also must pay the 
freight charges, is in the enviable position of making the final determination 
concerning the reasonableness of a rate established under section 22. Would 
not any one of a multitude of industrial shipping concerns welcome such a 
concession? That the Government shipping agencies are in fact not capable of 
determining the reasonableness or unreasonableness of a particular rate was 
brought out by Assistant Comptroller General of the United States, Frank L. 
Yates, in a letter to the late Senator Tobey dated May 19, 1953, as follows: 

“* * * We have neither the facilities nor the experience to go into the com- 
plicated field of ratemaking. Besides, that is a function placed by Congress in 
the hands of the ICC. * * * 

“* * * Tt is difficult to understand how shipping and procuring officers of the 
Government, not having available to them the detailed facts available to the 
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regulatory bodies or adduced at open hearings held by them, and not enjoying 
ordinarily the broad perspective which those bodies acquire through their com- 
prehensive and continuing study of transportation facilities and economics, can 
be expected adequately to balance and apply the factors inherent in ratemaking 
or rate-adjustment problems and give due consideration to the provisions of the 
Act relative to the establishment of just and reasonable rates. * * *” 

A year later, April 26, 1954, Deputy Attorney General William P. Rogers in a 
letter to Senator Bricker, stated: “* * * The determination of the reasonable- 
ness * * * of future rates is a quasi-legislative function vested in the ICC, an 
independent agency * * *.” 

With the Attorney General’s Office citing an opinion that the Interstate Com- 
merce Commission has been charged by the Congress with determining the 
reasonableness of a rate; the Comptroller General’s Office stating that Govern- 
ment shipping and procuring officers are not to be expected to adequately bal- 
ance and apply the factors inherent in rate making or rate-adjustment problems 
and give due consideration to the provisions of the act relative to the establish- 
ment of just and reasonable rates; and the Interstate Commerce Commission 
ostensibly disclaiming any responsibility for the handling of section 22 rates, 
the carriers are left to themselves to offer any rate determined to be reasonable 
by the Government shipping agencies, notwithstanding the disruptive effect the 
tendering of such rates will have on the national transportation system. 

This, gentlemen is an evil inherent in section 22 which works to the detriment 
of our national transportation system by burdening carriers with depressed 
rates and by burdening commercial shippers with higher rates. This evil can 
be corrected only by outright repeal of the “free or reduced rates to the Govern- 
ment provision” of section 22. 


IV. WOULD REPEAL OF SECTION 22 ENTAIL ADDITIONAL COST TO THE GOVERNMENT? 


The strongest advocate by far for the retention of section 22 has been the De- 
partment of Defense. We feel, of course, that the reasons advanced by that 
agency for retention of the section, with the possible exception of additional cost 
to the Government, have been satisfactorily answered by those in favor of repeal. 
The various speculations, however, as to just how much, if any, additional cost 
would be incurred by the Government if repeal were accomplished has evidently 
been the major counteracting force which has successfully diluted the efforts of 
those seeking repeal. That pure speculation has entered into these estimates is 
perhaps best illustrated by the following statements : 

1. In 1956, a spokesman for the Department of Defense stated in a letter to 
Senator Magnuson: 

“The enactment of S. 2114 [a bill to repeal section 22] would also have a ser- 
ious effect upon the United States Government, particularly the Department of 
Defense. At the existing level of traffic, the estimated additional cost to the De- 
partment for the movement of freight would be $29 million and for the move~- 
ment of passengers $8,100,000. Possibly some reduction in these amounts would 
result from tariff adjustments of rates and fares on United States Government 
trafic.” [Emphasis supplied. ] 

2. Again in 1956, another spokesman for the Department of Defense in a sup- 
plementary statement filed with the House Interstate and Foreign Commerce 
Committee in connection with H. R. 525, a bill to repeal section 22, stated: 

“* * * it will cost the military departments annually approximately $200 mil- 
lion for freight and $15 million for passengers or a total of $215 million.” 

3. In 1957, during testimony on H. R. 3233 which also would have repealed 
section 22, a Department of Defense spokesman stated that the repeal of section 
22 would cost the Government $128 million per year. 

4, Finally, in 1957, the Department of Defense was quoted by a Member of 
Congress on the fioor of the House as stating that the failure of Congress to 
enact the section 5a immunity amendment to section 22 (S. 989 as amended) 
would result in additional costs to the Government of over $100 million per year. 

No supporting data is available in the record to substantiate any one of the 
preceding cost estimates. Analyzing data which is available in the record, how- 
ever, we can make the following analysis: 

1. The Department of Defense has an annual domestic transportation bill 
(passenger and freight) of approximately $650 million (p. 103, printed hear- 
ings of the Senate Interstate and Foreign Commerce Committee on 8. 939). 

2. Twenty-five percent of the Department of Defense traffic moves on section 
22 rates (p. 95, printed hearings referred to in 1). 
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(a) If we take 25 percent of the total bill of $650 million we find that approxi- 
mately $162.5 million was expended for traffic moving under section 22. 

3. $82.3 million of the money involved in section 22 was expended for the 
movement of household goods (appendix to House Interstate and Foreign Com- 
merce Committee Rept. No. 677 dated July 1 to accompany H. R. 3233). 

(a) If section 22 were repealed for household goods alone, the additional cost 
to the Government was placed by Government officials at $12 million (appendix 
referred to above). 

4. By subtracting the $82.3 million expended under section 22 for the move- 
ment of household goods from $162.5 million which appears to be the total amount 
expended by the Department of Defense under section 22, we have a balance of 
$80.2 million which the Department of Defense expends on all traffic moving 
under section 22 other than household goods. 

5. The only logical assumption to now make is that if it were to cost an ad- 
ditional $12 million to repeal section 22 for a movement of traffic that involves 
$82.3 million (i. e., household goods), it certainly should not cost any more than 
an additional $12 million to repeal section 22 for all other traffic particularly 
since there was only $80.2 million involved in this category. 

By rounding off our own estimate in an overly generous manner, we derive 
a figure of $25 million which would then become the maximum possible addi- 
tional cost to the Government if section 22 were repealed in its entirety. Of 
course, our analysis should not end here since it would be pure folly to think 
that the Government, as the largest shipper in the world, would not be able to 
reestablish as commodity rates or exceptions ratings most, if not all, of those 
rates which would be canceled upon the repeal of section 22. To what extent 
this could be accomplished, however, would depend upon the traffic management 
skills of the Government’s traffic management personnel. 

In this connection the following testimony presented by Mr. Smith of the 
Department of Defense before this same subcommittee last year is significant 
(p. 102, printed hearings on S. 939) : 

“Senator PurtTety. Well, right now 75 percent of the stuff you are carrying 
you tell me is subject to the same rates as any other shipper; is that right? 

“Mr. SmirH. That is correct. 

“Senator PurTExLL. So let’s talk about the 25 percent. Now, aside from the 
time element, is it not a fact that this loss of $215 million that you speak about 
would in effect be no loss at all if you pursued the policy that you said could be 
pursued by any other shipper? 

“Mr. SmirH. If we could induce the carrier to put all those rates in tariff 
form, we would not lose anything. 

“Senator PurtTetu. All right. 

- tena SMATHERS. And you would expect that if they could do it you could 
o it. 
“Mr. SmirH. If given time; yes. 
“Senator SMATHERS. Thank you very much.” 


V. EFFECT OF NO MINIMUM RATE REGULATION UNDER SECTION 22 


An excellent current example of what happens to a carrier industry when 
they accede to a governmental request for sharp rate reductions under section 
22 can be found in a brief look at some data compiled on the transportation by 
railroad of ammunition and explosives. I think this analysis is particularly 
appropriate when we remember that this same railroad industry has just testi- 
fied as to its financial decadence before this very committee. 

For many years before October of 1955 the generally accepted section 22 rate 
on shipments of military ammunition and explosives by both rail and motor was 
65 percent of the first-class rate. In support of this level, the Interstate Com- 
merce Commission found in the War Materials Reparations Cases (294 I. C. C. 
144), decided February 7, 1955, that. this 65 percent level was not unreasonable 
for the railroads. In the early part of 1955 the military asked the railroads for 
a sharp rate reduction on this commodity. This request was made even though 
the railroads had received approximately 68.5 percent of the ammunition and 
explosives moved for the account of the Department of Defense in the combined 
years 1953-54. Even with 68 percent of the previous 2 years tonnage under 
their belt, the railroads exercised their managerial discretion and slashed the 
rate level, with minor exceptions, on this commodity to approximately 40 per- 
cent of first class. This represented an across-the-board reduction of 38 per- 
cent. It is interesting to note also that while the military negotiated with the 
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railroads for this rate reduction, they did not at the same time approach the 
motor carrier industry asking for the same reductions. Instead, it was left 
up to the individual motor carrier, if he wanted to compete, to ferret out the 
newly established rates and to meet them where possible. In many instances, 
however, the motor carrier had to forego the traffic since the lower rate level 
was found to be unprofitable. 

Just what effect on rail revenues for the transportation of ammunition and 
explosives did this drastic reduction have? Did the exercising of managerial 
discretion by railroads in this field allow them an improved revenue picture 
for the transportation of this commodity? Or did it seriously curtail the revenue 
derived by the rails for the transportation of this commodity? A look at figures 
published by the Interstate Commerce Commission’s Bureau of Transport 
Economics and Statistics in that Bureau’s publications, Freight Commodity 
Statistics, Class I Railways in the United States, is revealing. 

For the 6-year period 1950-55, the average revenue per ton received by the 
railroads for the transportation of ammunition and explosives (item 631 in 
table 5 of Freight Commodity Statistics) was $46.30 per ton. For 1956, how- 
ever, after the drastic section 22 reductions had gone into effect, the average 
revenue per ton dropped to $32.77, a decrease of 29.2 percent from the previous 
6-year average. Additionally, the $32.77 per ton received in 1956 was virtually 
identical to the $32.76 per ton received for the same commodity in 1946. Com- 
pare this with the average revenue per ton received by the railroads for all 
commodities wherein the 1956 figure was 29.1 percent higher than the 1946 
figure. Since 1946 the railroads have asekd for and received accumulative rate in- 
creases on commercial tonnage moved on tariff rates amounting to over 100 per- 
cent. These rate incerases were, of course, necessitated by increased costs and 
creeping inflation over the 11-year period. But I ask you, gentlemen, since the 
railroads have exercised their managerial discretion to establish nonregulated 
section 22 rates on ammunition and explosives at a level which returns to them 
the same revenues per ton that they received in 1946, are we to assume that the 
transportation of this commodity has been unaffected by either increased costs 
or creeping inflation? 

To illustrate further, we need look only at the figures published for the years 
1950 and 1956. In 1950, the railroads transported 37,589 carloads of ammunition 
and explosives weighing 1,462,046 tons for which they received $84,062,494. In 
1956, the railroads transported almost similar tonnage, i. e., they transported 
37,063 carloads weighing 1,362,719 tons but they received total revenues of only 
$44,659,764. This is a case, gentlemen, where section 22 has allowed the railroads 
to exercise their managerial discretion to the extent that they have reduced 
their probable revenues for the transportation of 1 commodity by over 40 per- 
cent or almost $40 million, and all this at a time when these same railroads are 
pleading financial decadence. 

One last illustration is significant: In 1946, the railroads transported 3.4 mil- 
lion tons of fresh meats, not otherwise specified, for which they received reve- 
nues of $56,242,939. In 1950, they transported 3.3 million tons of the same 
commodity and received revenues of $92,687,468. In 1956, they transported 
2.9 million tons of fresh meats and received revenues of $100,786,353. It is 
quickly seen that for a commodity for which rates are regulated by the Inter- 
state Commerce Commission, the revenue derived by the railroads has almost 
doubled in 11 years although the tonnage transported has actually been decreas- 
ing during the same period. The revenue per ton received by the railroads 
for the transportation of fresh meats, not otherwise specified, has also 
increased over 100°percent during this same ll-year period. These statistics 
cannot be considered unusual when we remember, as I have already stated, 
that the railroads received accumulative rate increases on their regulated tariffs 
amounting to over 100 percent in this same period and that these rate increases 
were justified by increased costs and creeping inflation. We must say, however, 
that these figures certainly seem very unusual when compared with the com- 
parable deplorable statistics applicable to the transportation of ammunition and 
explosives which we mentioned earlier. 

We assert to you gentlemen that a situation whereby the largest shipper in 
the world can request a carrier industry to exercise its “managerial discretion” 
and literally give away almost $40 million of potential revenue for the trans- 
portation of 1 commodity can only be corrected by the outright repeal of section 
22. It is this section, and this section alone, which has allowed the railroads to 
depress the rate structure on 1 commodity 38 percent below a level found not to 
be unreasonable by the Interstate Commerce Commission. 
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In passing, gentlemen, I might say that this particular illustration is a perfect 
example of what would become commonplace throughout the country if the rail- 
roads are allowed the rate freedom they are seeking through the advancement 
of the “three shall nots.” 


V. CONCLUDING REMARKS ON SECTION 22 


In conclusion, gentlemen, the “free or reduced rate provision to the Govern- 
ment” of section 22 should be repealed, because such a provision actually fosters 
cutthroat competition among the various regulated carriers contrary to the in- 
tent of the Interstate Commerce Act. It permits rates to spiral downward un- 
checked. Section 22 is in substantially the same form today as it was when it 
was inserted in the original act to regulate commerce some 70 years ago and 
has, therefore, been outdated by the enormous growth of the carrier industry as 
well as the Government as a shipper. Repeal of the section would not cost the 
Government anything if, in the words of a Department of Defense spokesman, 
the Government had time to induce the carriers to put section 22 rates into 
tariff form. It allows the shipper of the freight and the payer of the freight 
charges the final determination concerning the reasonableness of a rate. It pro- 
motes the substitution of judgment on the part of Government traffic-manage- 
ment personnel in matters relating to the reasonableness of rates for that of 
the Commission. It allows discrimination as between commercial and military 
shipments to take place on the same commodity, between the same two points, 
and over the same route. And finally it places an enormous administrative bur- 
den on the Government transportation agencies. 


VII. ADDITIONAL REMARKS 


Another subject I would like to call to the attention of the members of this 
committee is that of the transportation of trailers on railroad flatcars, sometimes 
called “piggyback.” 

Speaking now solely for Mercury Motor Express, we strongly feel that the 
railroads operating in the South have completely bypassed a substantial source 
of volume traffic. We have approached these railroads by letter and through the 
agency of Rail Trailer Co., a Chicago, Ill., corporation formed for the purpose 
of coordinating the movement of common carrier trailers by rail. To date we 
have not been able to obtain a price quotation on this type of rail service, even 
though the railroads are constantly transporting large volumes of low-rated 
commodities, such as phosphate ore, sand, etc. For example, the current rail 
rate on sand from some eastern and northern points located about 950 miles from 
Tampa is $9.25 per ton on a load of 80,000 pounds. This represents a return of 
approximately 38.8 cents per car-mile on a one-way trip in spite of the fact 
that the transportation of common-carrier trailers is always a round-trip move- 
ment. We strongly believe that a higher degree of coordination and cooperation 
between railroads and motor carriers can be developed to the mutual advantage 
of each carrier and would be in the public interest from a standpoint of economy 
and service. 


Senator Smaruers. The committee will stand in recess until 2: 30, 
when we will hear Mr. Kiley, Director of the Research Department 
ofthe ATA. 

(Thereupon, at 12:35 p. m., the subcommittee took a recess, to re- 
convene at 2: 30 p. m., this day.) 


AFTERNOON SESSION 


Senator Smatuers. The hearing will be in order. 
Our first witness, rather than Mr. Kiley, will be Mr. James Pinkney 
Weare delighted to have you, sir. 
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STATEMENT OF JAMES F. PINKNEY, GENERAL COUNSEL, AMERICAN 
TRUCKING ASSOCIATIONS, INC. 


Mr. Prnxney. Mr. Chairman and members of the subcommittee, my 
name is James F. Pinkney. I am general counsel of the American 
Trucking Associations, Inc. Our dllels are located at 1424 16th Street 
NW., Washington, D.C. I appear on behalf of the American truck- 
ing industry. 

ursuant to our plan of organizing this presentation, most of us 
are taking just one subject. I have selected one which might be said 
to be on the negative side of things. I am opposing the railroad pro- 
posal that they be given greater rights to enter the trucking business, 
to have unrestricted irecka authority rights. 

Mr. Davidson, who follows me, will speak from an operating stand- 
se on this same subject. I might state our position very firmly held 

y the industry is that we believe it would be a very serious mistake 
to change the present rules which at least impose some limitations 
upon the railroads entering into operations competitive not only with 
the independent trucklines but competitive with their own rail opera- 
tions. 

I think it might be well to clarify a point ortwo. I think there may 
have been some confusion as a result of testimony at the rail hearing 
as to the exact state of the law. The impression may have been 
created—I seem to get it from some of the testimony—that the rail- 
roads were testifying they do not now have the right to engage in 
widespread motor carrier operations in so-called supplemental and 
auxiliary service. 

I would like to define that term. By “supplemental and auxiliary 
service” I mean authority to run trucks in aid of their railroad opera- 
tions, to supplant local freight trains with trucks, te conduct pickup 
and delivery service in terminal areas, to do everything with trucks 
short of setting up intercity trucking operations which would be totally 
competitive with their rail operations. 

The Interstate Commerce Commission permits railroads to own and 
operate trucklines subject to a limitation that they cannot acquire a 
truckline unless it be in aid of their railroad operations. That is » 
limitation on the acquisition. That same limitation does not appear 
in section 207 of the act, which is the section permitting the issuance 
of a certificate upon a showing of public convenience and necessity. 
But the Supreme Court has ruled that in that type of case the Com- 
mission has the right to impose limitations along the line of the limita- 
tion strictly imposed in the acquisition case. In other words, the Com- 
mission, in passing upon a section 207 case, shall, except in special and 
unusual circumstances—and I believe that is a sound statement of the 
law—shall, except in special and unusual circumstances, require that 
the operations for which the railroads seek to prove public convenience 
and necessity, should be limited so as to be in aid of their railroad 
operations. 

Senator Smatuers. Mr. Pinkney, does that mean that the ICC can 
or cannot let the railroads acquire trucklines ? 

Mr. Prnxney. It means that the ICC can let the railroads acquire 
trucklines, and incidentally, the Commission has been extremely 
liberal in letting them acquire trucklines. But in the instances where 
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there is an acquisition of a truckline, the Commission is required, 
pee to the section 5 (2) (b) of the act, to put in the restriction 

imiting the operation of that truckline to operations in aid of the rail- 
road operation. 

Senator Smaruers. Does that mean financial aid of railroad opera- 
tion or not ? 

Mr. Prnxnry. No, sir. 

Senator Smaruers. In aid in the ordinary performance of its 
duties ? 

Mr. Pinxney. Right. 

I might say, with further reference to the Commission’s power, 
while we are on that subject, the Supreme Court has very recently 
ruled that the Commission has the power in a section 207 application 
to grant unrestricted operating rights to a railroad. That was the 
case to which Mr. Turney was referring yesterday when he said the 
Commission presently has the power to give them these rights. 

I might say, as construed by the Interstate Commerce Commission, 
and as stated by the Supreme Uourt of the United States, the Commis- 
sion may occasionally, in special circumstances, do that. And the 
special circumstances alleged to be in existence in that so-called Rock 
Island case, cited in my prepared statement here, was that there was 
not adequate service being furnished by the motor carriers. 

Prior to the enactment of the Motor Carrier Act of 1935 there was 
nothing to prevent the railroads from entering into the trucking busi- 
ness. Many railroads did so, and a number that attempted to do so 
quickly abandoned the effort. Why is somewhat speculative, but it 
would seem to me that evidence would point to the fact that they lacked 
the initiative and imagination to capitalize on the great inherent ad- 
vantage of motor carriage—speed and flexibility—although they 
were urged by Coordinator Eastman and others to do so. In addition, 
of course, railroad management had as its impelling motive the pro- 
tection of its rail financial investment, and so this approach was 
largely abandoned in favor of approaches designed to control and, 
if possible, prevent truck competition. 

A good example of the latter tactic is described in the recent de- 
cision of Noerr Motor Freight against the Eastern Railroad Presi- 
dent’s Conference, the case referred to by Mr. Rutland yesterday and 
cited in my formal statement here. 

The first of those approaches was to lessen the impact of the new 
competition by regulation. The second was to cripple it to the greatest 
extent practicable by punitive and discriminatory laws and taxes and 
by public relations programs designed to—this is from the Federal 
court decision—“destroy the good will of the truckers, and secondly, 
by fomenting governmental restrictions.” 

Senator Smatruers. When was that decision ? 

Mr. Prnxey. October 1957. 

These approaches having failed to prevent the growth and develop- 
ment of the trucking industry, built up by the vision of the men who 
now run it, the railroads now turn again, as they have from time to 
time over the past 15 or 20 years, to old devices designed either to 
destroy independent truck competition or to put railroad management 
in control. 
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One of these devices, “the three shall-nots,” you have heard discussed 
by John Turney. The other is of course to remove all barriers to the 
acquisition of the trucking industry by the railroads. 

As I said a moment go, it may not be clear the extent to which the 
railroads are presently in the trucking business. I think two examples 
o- I can give you would indicate the extent that they are now in 
there. 

The Southern Pacific operated 12,517 route miles in 1956, the last 
year for which we have the statistics. The Santa Fe, 11,502. These 
are operations, however, mainly in aid of their railroad operations. 

I would like to make this point very clear. The independent motor 
carriers of this country are not challenging here the law which permits 
railroads, upon a proper showing, to operate trucklines in aid of the 
rail operations, which they do over tens of thousands of miles of our 
highways. And the Interstate Commerce Commission has never hesi- 
tated to grant authority for such auxiliary and supplemental opera- 
tions. It has permitted railroads to eliminate their wasteful local 
freight service, speed up their pickup and delivery of rail freight, and 
it has enabled them to retain a great deal of traffic originating on 
their lines or destined to points on their lines which otherwise would 
have moved in all-truck operations. 

But that is not the service the railroads want. They want you to 
give them the authority to set up and do the one thing they cannot 
now do: operate an independent truckline, city to city, in competition 
with the independent truckline and in competition with the parent rail- 
road. Not in aid of the parent railroad, unless it be the financial aid 
they are seeking, to which you recently referred, Senator Smathers. 

There are two principal reasons why we feel it would not be in the 
public interest to permit the unrestricted operation of trucks by 
railroads. The gravest danger in the proposal of the railroads is the 
possibility of the elimination of real competition in transportation. 

I ask you to permit me to quote from an old report of a House of 
Representatives committee, and an old case of the Interstate Com- 
merce Commission. A 1912 House report dealing with the question of 
restricting the railroads’ operations of boat lines had this statement 
in it: 

The proper function of a railroad corporation is to operate trains on its tracks, 
not to occupy the waters with ships in mock competition with itself, which in 
reality operates to the extinction of all genuine competition. 

The case to which I refer is one that occurred in 1915. This is an old 
case, but the example given, in this case, like the quoted statement 
above, is as true and as applicable today as it was then. 

In Lake Line Applications Under Panama Canal Act (33 I. C. C. 
700, 716), the Chairman, in his opinion denying certain applications 
dealing with the right of railroads to continue to own lake carriers, 
said 


These boat lines under the control of the petitioning railroads have been first a 
sword and then a shield. When these roads succeeded in gaining control of the 
boat lines which had been in competition with paralleling rails in which they 
were interested, and later effected their combination through the Lake Line Asso- 
ciation, by which they were able to and did drive all independent boats from the 
through lake-and-rail transportation, they thereby destroyed the possibility of 
competition with their railroads other than such competition as they were of a 
mind to permit. Having disposed of real competition via the lakes, these boats 
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are now held as a shield against possible competition of new independents. 
Since it appears from the records that the railroads are able to operate their 
boat lines at a loss where there is now no competition from independent lines, it 
is manifest that they could and would operate at a further loss in a rate war 
against independents. The large financial resources of the owning railroads 
make it impossible for an independent to engage in a rate war with a boat line so 
financed. 

From a consideration of all the circumstances and conditions disclosed by the 
respective records herein, the Commission is of the opinion and finds that none of 
the several existing specified services by water herein concerned is being operated 
in the interest of the public or is of advantage to the convenience or commerce of 
the people within the meaning of the act, and that an extension and a continuance 
thereof will prevent, exclude, and reduce competition on the Great Lakes. The 
application of each of the petitioners herein is therefore denied, effective Decem- 
ber 1, 1915. An order will be entered accordingly. 

Incidentally, having been blocked by the Panama Canal Act and by 
decisions such as the one I have just referred to, the railroads were 
able to go on and wipe out water transportation until 1920 through the 
destructive rate-cutting device, the thing they seek authority to put 
back ino effect again through the three shall nots. It was in 1920 that 
the minimum rate power was given the Interstate Commerce Commis- 
sion in the Transportation Act of 1920, and that enabled the Commis- 
sion to step in and stop destructive rate wars. The appearance and 
growth of water transportation in this country dates from that date. 
Of course, the motor carrier was not in existence at that time. 

I cite in here the leading motor-carrier case, Interstate Commerce 
Commission case, dealing with the question. It was the famous 
Barker case (1 M. C.C. 101). That is where the Pennsylvania Rail- 
road was applying for the unrestricted right to operate a motor car- 
rier. I cite briefly from the decision here. I think it says far more 
eloquently than I can, the rationale which follows the rationale in the 
Lake Line case I just mentioned. 

May I digress for a moment before reading that decision. This 
Congress has 20 times considered this issue since back in the early 
1900’s. And each time it has found it not to be in the public interest 
to permit the thing the railroads are seeking here eae with one 
possible exception mentioned in an appendix here which has to do 
with freight forwarders and the railroads’ right to own freight for- 
warders, and constitutes no precedence for what they are seeking here, 
in my judgment. 

To go back to the Barker case, the Commission said : 

While we have no doubt that the railroad could, with the resources at its 
command, expand and improve the partnership service and that, so far as 
numbers are concerned, there is now an ample supply of independent operators 
in the territory for the furnishing of competitive service, we are not convinced 
that the way to maintain for the future healthful competition beween rail 
and truck service is to give the railroads free opportunity to go into the kind 
of truck service which is strictly competitive with, rather than auxiliary to, 
their rail operations. The language of section 213, above quoted, is evidence 
that Congress was not convinced that this should be done. 

Section 213 later became section 5 (2). 

I mention in my testimony some of the testimony of the railroad 
presidents. I think it is very enlightening and I think it indicates 
quite clearly that, if turned over to the railroads, trucking operations 
would be subordinated to the operations of railroads, and you would 
have a much weaker transportation system than you have today. 
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The second point that might well be made on this, and I think I 
«an make it very quickly, gentlemen, is that transportation progress 
will be stifled under this theory of permitting one mode of transporta- 
tion to own another one without special restrictions. 

As pointed out by the Commission in the Barker case, to which ref- 
erence was just made: 

* * * truck service would not * * * have developed to the extrordinary ex- 
tent to which it has developed if it had been under railroad control. * * * The 
financial and soliciting resources of the railroads could easily be so used 
in this field that the development of independent service would be greatly 
hampered and restricted, and with ultimate disadvantage to the public. 

It goes without saying that the trucking industry that you see 
in this country today and that you have heard described to you, that 
the great air transport industry which we are familiar with in this 
country today, the great barge lines which we have seen in this coun- 
try today, would not be here today if the ownership had been that 
of the railroads. I don’t say that unkindly; it would be just human 
nature. The railroads would have used these other modes as an ad- 
junct to the railroads—the place where their money and their hearts 
lie, those steel rails. 

I believe this reasoning was best stated by the present president of 
the Air Transport Association—I hate to take another man’s words in 
a hearing like this, but they were so very pertinent. He said: 

The surface-carrier interests can protest as they will their firm intention to 
develop air transportation, but they cannot overcome the inherent conflict of 
interest which must exist if 1 management is operating 2 competing forms of 
transportation. 

And so our second and our main point, gentlemen, 1 of our 2 main 
points, is that you will stop this tremendous progress in transporta- 
tion that we have seen in this couniry in recent years, and which has 
led to this magnificent—the greatest transportation system in the 
world today. 

I have a section in here on the danger of cartel monopolies. I 
would like to comment on that. I know it sounds a little farfetched 
to think that the railroads could again gain a monopoly and I am not 
sure they ever could have a 100 percent monopoly. 

I noted in a newspaper the other day, a man said that for all prac- 
tical purposes the Pennsylvania Railroad has a monopoly on passen- 
ger traffic between Philadelphia and New York City. Bear in mind, 
if 1 railroad, or if 1 of these tremendous transportation companies 
they refer to, can get control, complete control so that some small 
community, some small area, some person, some shipper is solely at 
the mercy of a single transportation agency and has no way to turn, 
the fact that the monopoly is not nationwide does not mean much tu 
him, he is the victim of a monopoly. And in our judgement the cre- 
ation of these transportation companies, of which there could only 
be one operating in any given area, could be a very deadly thing, 
particularly for small communities, the small business, and the com- 
modity that moves in small quantities. That type of thing. 

Senator Smaruers. Would you arrive at that same conclusion 
where there are 2 small communities that are only served by 1 truck- 
line—which I think exists in actual fact a great deal. Does that be- 
come a monopoly that we are against? I think that same principle 
would follow. 





928 PROBLEMS OF THE RAILROADS 


Mr. Piyxney. If there is only one small truckline into a small 
community, that truckline obviously does have a monopoly. I don’t 
know of too many small communities having only one truckline. 

Senator Smaruers. And you would not be for that any more than 
you would be for just one railroad ? 

Mr. Pinkney. We are for competition. And I can conceive of 
very, very few situations where there isn’t room for 2 carriers and 
2 modes of transportation, at least 2 modes of transportation in these 
communities. 

Finally, gentlemen, and this is a subject touched on before, is the 
question of coordination of transportation. We feel that by far the 
sounder method 

Senator Smaruers. Let me pursue that. You don’t really your- 
self seriously think that there is a monopoly in transportation between 
Philadelphia and New York, do you? 

Mr. Pinkney. No. I quoted from a gentleman who was writing in 
one of the Philadelphia papers, who said that for all practical purposes 
the Pennsylvania Railroad had a monopoly on passenger travel be- 
tween Philadelphia and New York. Obviously, the private passenger 
car—— 

Senator Smatuers. The airlines operate between New York and 
Philadelphia. 

Mr. Prnxney. I think what this man possibly referred to there is 
that that is only a 90-mile hop and the time consumed in getting to and 
from the airport—— 

Senator Smatuers. I think you would make a good witness but I 
wouldn’t quote somebody that you didn’t believe in yourself. It seems 
to me that that fellow probably overstated his case a little bit, but, 
you go ahead. 

Mr. Prnxney. As I said, he put it for practical purposes in that 
case. It was possibly a bad example to use. I think he had a point. 

The other point I wish to take up and briefly touch on was coordi- 
nation of transportation. Much has been made that we need more co- 
ordination of transportation. We submit that by far the safest way 
to do that is by the traditional American method of through routes 
and joint rate arrangements, rather than through the vehicle of the 
so-called transportation company. I would like to quote briefly, at 
the conclusion of my formal statement here, from a remark of Com- 
missioner Arpaia, made a year ago, when he pointed out that a forward 
step for the railroads to take would be, and I quote: 

* * * to work out a complete combination of services with every existing 
form of transportation. Up until now the railroads have been squeamish about 
entering into through routes and joint rates with independent motor carriers. 
There is only one railroad in the entire country which has done so. Yet common 
sense dictates that this is the one way that public transportation can make sub- 
stantial and impressive advances. It would permit a fluid, flexible service from 
any point to any point in the country. But of even greater value, it would 
develop new sources of traffic at hundreds of points off line and open dozens of 
new gateways for rails. This may change the present pattern of traffic with its 
— problems but the ultimate pattern would be efficient, economical and 
ogical. 

We submit, as I say, that a far more healthy form of coordination 
can take place through that type of operation than by the physical 
merging of all of our transportation agencies with the attendant ills 
that I have pointed out could occur in that direction. 
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We do not believe that the present great American transportation 
system ‘should be disturbed by the adoption of any such proposal as 
this one advanced by the railroads. 

I thank you, Mr. Chairman and gentlemen of the committee. 

Senator Smatuers. Thank you very much. 

Are there any questions? 

If not, may i ask one question, because I know your knowledge of 
this particular subject is excellent. 

Do the truckers ever run into the problem of having State regula- 
tory agencies grant them routes and then when it no longer is possible 
to run that particular route, have a hard time discontinuing it? 

Mr. Prnxney. I don’t believe so, Mr. Chairman. There may have 
been isolated instances, but I personally know of none. I don’t think 
we have had much trouble as the railroads have in that direction. 

Senator Smaruers. Would it be your judgment that if the truckers 
did run into that particular problem, that they should be permitted to 
discontinue an uneconomic route and not be required to continue to 
run it just because some group of chambers of commerce, on either end, 
insisted on it? 

Mr. Pinkney. It would be. 

Senator Smaruers. You would have no objection then if that same 
privilege were of course granted to the railroads? 

Mr. Pinkney. We would not. 

The Cuarrman. What if it was the truckers’ only route, say 1 truck- 
line going between 2 points, and he decided it was uneconomical. He 
could quit, couldn’t he? 

Mr. Prnxney. Yes, under the present law. 

The CuatrMan. He doesn’t have to go before a commission and quit. 
He just abandons his license. 

Mr. Pinxney. I understood the chairman to be asking a hypotheti- 
cal question. 

Senator Smarners. I was asking a hypothetical question. Rail- 
roads of course cannot just quit. We were merely getting agreement, 
which I knew we would get from the truckers, that they thought they 
should be permitted to discontinue an uneconomic operation when it 
was clear it was uneconomic. 

The Cuarrman. What would happen to a trucker if he might want 
to abandon a segment of a certified route would he have to go before 
a board to do that, or he would be in violation of his original certifi- 
cate? If that is his only route, he can just quit, which has happened 
m some cases. 

Senator Smatuers. That is, of course, a privilege which the rail- 
roads do not have. 

Are there any other questions? 

The CHatrman. They can stop running a whole railroad if they 
want to. 

Senator Smatruers. They could go out of business. 

The CuatrmMan. That is what truckers do some times. 

Senator Smatuers. We would not want to see the truckers, I am 
sure, get into that position, where they are so regulated, in fact in 
addition to the regulation of the ICC they have 48 State-regulatory 
agencies and several port authorities, and then get to the poimt where 
they were so regulated that if he did run into an uneconomical opera- 
tion they could not abandon it. 
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Senator Purtell ? 

Senator Purrett. I wish to make the observation that I must be in 
disagreement with the chairman of the full committee. I doubt that 
a railroad could arbitrarily decide to discontinue even its whole opera- 
tion without some hearing by the Interstate Commerce Commission 
in the interest of the public. 

The Cuarmman. I mean anybody can go out of business. You 
couldn’t force them back in. You could probably take it over or some- 
thing like that. 

Senator Purre.t. I think that might be. 

The CHatrman. The point I make is that there have been cases 
where there would be a very small truckline that had a certificate to 
run between two given points, and that was his only business. It 
turned out to be uneconomical so he turned in his certificate. That is 
in effect what he did. 

Senator Purrety. I agree with the chairman. I also agree with the 
point that the chairman of the subcommittee is making, that the two 
cases are entirely different and are treated differently. One is in a 
position where it can’t discontinue, and the other can discontinue the 
operation in that particular field. 

Senator Smatuers. Senator Lausche? 

Senator Lauscue. Mr. Pinkney, I didn’t hear all of your testimony, 
but gathered from what has been said while I have been here—I con- 
clude that you do concede that the railroads have encountered great 
difficulty in abandoning services for passengers where they are operat- 
ing at a deficit. 

Mr. Prnxney. I certainly do. 

Senator Lauscue. And that the elimination of those services can- 
not be done just at the will of the railroads. They have to have eon- 
firmation from State public utility commissions; is that correct ? 

Mr. Pinxney. I understand it is, Senator Lausche. 

Senator Lauscur. So that whatever argument has been made here 
that the blame lies completely with the railroads for not abandoning 
their services, there is some weakness in that argument; isn’t there? 

Mr. Pinkney. Well, yes; there is the weakness in the argument 
that the railroads cannot just flatly abandon. They must go before 
a regulatory body, I think, in every instance. That is true. 

Senator Lauscue. To just make the blank statement that the rail- 
roads are to blame for their plight because they do not abandon un- 
profitable passenger services loses complete sight of the fact that 
they cannot daacian in many instances. 

Mr. Prnxney. Senator, I don’t believe any of our witnesses so 
argued. What our witnesses said is that they could abandon their 
dining car services, they could abandon, I think, pullman car services. 

Senator Lauscur. And commuter service ? 

Mr. Pinxney. He said the commuter service was a local problem, 
as I recall his testimony. 

Senator Lauscue. In any event you do realize that every time an 
application is made for the abandonment of services before a State 
public utility commission, the communities served, the chambers of 
commerce, the Brotherhood of Railroad Trainmen, appear with great 
force - protest the granting of the right to abandon. Is that 
correct 
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Mr. Pinxney. Senator Lausche, it is my impression that that is 
correct. I have not participated in any of those cases. I have no 
personal knowledge of them. I certainly don’t question the correct- 
ness of what you have just stated. I understand they do have great 
difficulty in attempting to abandon certain types of operations. 

Senator Lauscue. I know it to be a fact. 

Mr. Pinxney. Yes, sir; I concede it. 

Senator Lauscue. I listened with interest to your statement that 
you believe in competition either with different modes or identical 
modes of transportation, and that you don’t believe that a monopoly 
ought to exist ; is that correct ? 

Mr. Pinxney. I am in favor of competition. I am opposed to mo- 
nopoly ; yes, sir. 

enator Lauscue. Maybe this isn’t pertinent to what we are in- 
quiring of here. But what is your opinion of laws in States which 
give a carrier a monopoly in one area and which have provisions that 
whenever a competitor makes application on the grounds that added 
service is needed, that the original carrier has 30 days within which to 
make up that needed service, and if he does so the new application shall 
be denied ? 

That is quite a lengthy question. 

Mr. Pinxney. Yes, sir. Are you speaking of an actual law in 
some States ? 

Senator Lauscur. Yes. I am speaking of the Ohio law which pro- 
vides that when a new applicant comes in and proves there is inade- 
quate service, the old carrier has the right to expand his services so 
as to demonstrate that he can serve and therefore the new applica- 
tion should not be granted, and he is given 30 days in which to do so. 
Do you think that law is sound or not? 

Mr. Prxxney. Senator, I hesitate to make a flat statement on that 
law. 

Senator Lauscner. You don’t want to make a flat statement ? 

Mr. Prnxney. No, sir; I do not. I can conceive of circumstances 
in which such a law would work equitably. I can certainly conceive 
of other circumstances in which it would not. 

For example, the Rock Island Railroad has a similar monopolistic 
situation out in the State of Iowa, I believe, over the intrastate traffic, 
which has caused some considerable bother in connection with the 
Rock Island case. 

Senator Lauscue. I don’t want to press it but I was prompted to 
ask the question because you said that you absolutely did not favor 
monopoly. Under a law of the type which I just described there is a 
monopoly that can never be broken. 

Mr. Pinkney. I would be very much surprised—I am surprised if 
you mean to indicate that there are many points in Ohio served by 
only one truckline. 

Senator Lauscur. The law provides as I just described to you. I 
will not press that. 

Does your association have statistical figures of your members deal- 
ing with the different items that I discussed with several witnesses this 
morning; that is, their load for payments into the workmen’s com- 
pensation, unemployment compensation, social security? Do you have 
complete figures in your association on those items which I discussed 
this morning ? 
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Mr. Pinney. Mr. Kiley, who will follow me, is going to discuss 
that in his statement. He tells me that we do have that information 
as to class I carriers. I suggest that you defer the question to Mr. 
Kiley who will be the second witness after me. 

Senator Lauscue. Are you familiar with the bulletin that was 
issued by the Director of the Bureau of the Budget requesting the 
Federal agencies having relationship with the granting of subsidies 
to make a study and to report ways and means of recouping those 
subsidies or at least recommending measures that will equalize the 
treatment of the different carriers? 

Mr. Pinxney. I am not familiar with that bulletin. Mr. Kiley, 
a subsequent witness, is. He will be the second witness after me, 
Senator. Iam not familiar with it. 

Senator Lauscue. You have no familiarity with it? 

Mr. Pinxney. No, sir. 

Senator Lauscue. Now then, getting to the subject of the three shall 
nots, the Secretary of Commerce, I believe, recommended that this 
competitive activity should apply not only as against the different 
modes of transportation but with respect to the railroads themselves. 
Are you familiar with what I am talking about ? 

Mr. Pinkney. Yes, sir; Iam familiar, Senator, and I agree entirely 
with what John Turney and Walter Carey both said yesterday after- 
noon about that. 

Senator Lauscne. That means that you do not agree with the recom- 
mendation of the Secretary of Commerce that the law should be 
modified so that there shall be competition among all interservice and 
intraservice ¢ 

Mr. Pinxney. Perhaps I had better state what I understood them 
to say and what I mean. 

I am completely opposed to the three shall nots in either form, in 
either the intramode form or intermode form. But I do say that if 
you are going to have such a rule of ratemaking where you will have 
wide open and destructive, in our judgment, competition, you might 
just as well, and you should logically, have it not only between modes 

ut between the carriers within each mode. 

Senator Lauscue. I agree with that. Then your final position 
is—— 

Mr. Prnxney. Opposition. 

Senator Lauscue. If that there should be no disturbance of the 
present law which contemplates maintaining competition and prevents 
the railroads, according to their claim, from using to the greatest ad- 
vantage their mass transportation strength making profit on the goods 
carried while at the same time not discriminating against any shipper? 
You do not agree with the position of the railroads on that subject? 

Mr. Pinxney. I do not agree with the position of the railroads on 
that subject. 

Senator Lauscue. That is all. 

Senator Smaruers. Are there any other questions? 

If not; thank you very much, Mr. Pinkney. Your testimony has 
been very helpful. 

We will insert your statement in full in the record. 
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(The statement referred to follows :) 


STATEMENT OF JAMES F’. PINKNEY, GENERAL COUNSEL, AMERICAN TRUCKING 
ASSOCIATIONS, INC. 


Mr. Chairman and members of the subcommittee, my name is James F. Pink- 
ney. I am general counsel of the American Trucking Associations, Inc. Our 
offices are located at 1424 16th Street, NW., Washington, D. C. I appear on 
behalf of the American trucking industry. 

My statement and that of the witness who will follow me, Mr. B. D. Davidson 
of the Davidson Transfer & Storage Co., will be a discussion of the question of 
railroad ownership of unrestricted motor, water and air carrier operations. 


TRUCKING INDUSTRY POSITION 


Our position is that it would not be in the public interest to permit the rail- 
roads to institute and operate unrestricted trucklines paralleling their rail lines, 
and in competition with independent motor carriers as well as their own trains. 
We believe that through such ownership the railroads could (1) eliminate real 
competition by using their “captive” trucklines to destroy independent motor- 
carrier competitors, and (2) could stop further development of other vital and 
essential modes of transportation. We also believe that the entry of the rail- 
roads into competitive modes of transportation to whatever degree engaged in, 
in competition with their railroad operations, would operate not to preserve, 
but ultimately to weaken the railroad system of this country—which the rail- 
road spokesmen say must be preserved at all costs. To the extent that more 
effective coordination between the several modes of transportation is needed, it 
can and should be effected under the present law. 


RAILROAD TRUCK OPERATIONS 


First let me discuss the present state of the law on the ownership of truck- 
lines by railroads and the extent of their motor-carrier operations. From some 
of the testimony of the railroad witnesses I fear the impression may have been 
created that they do not now have the right to engage in widespread motor- 
carrier operations in so-called auxiliary and supplementary service. By 
auxiliary and supplemental authority I mean authority to run trucks in aid of 
their railroad operations, i. e., to supplant local freight trains with trucks, to 
conduct pick-up and delivery service in terminal areas, to do everything with 
trucks short of setting up intercity trucking operations which would be totally 
competitive with their rail operations. 

The Interstate Commerce Act presently permits railroads to own and operate 
trucklines subject to the limitation that they cannot acquire a motor carrier 
without a finding by the Interstate Commerce Comission that for a railroad to 
do so “will be consistent with the public interest, will enable such carrier to use 
service by motor vehicle to public advantage in its [rail] operations and will 
not unduly restrain competition.” 

By recent decision (American Trucking Associations v. United States, 78 8. 
Ct. 165), the Supreme Court has held that this restriction to auxiliary and 
supplementary service does not flatly apply in a section 207 proceeding to insti- 
tute new operating rights (as distinguished from a proceeding to purchase 
existing operating rights). The court, at page 171, said “we do not believe 
that the Commission acts beyond its statutory authority when in the public 
interest it occasionally departs from the auxiliary and supplementary limitations 
in a section 207 proceeding.” [Emphasis supplied.] 

In an earlier decision the Supreme Court upheld the power of the Interstate 
Commerce Commission to impose auxiliary and supplementary restrictions in a 
section 207 case (U. 8. v. T. & P. Motor Transport Co., 340 U. S. 450 [1951]), so 
the present law is clear that the restriction applies in purchase cases and should 
be imposed in section 207 cases in the absence of special circumstances. 

Prior to the enactment of the Motor Carrier Act in 1935 there was nothing to 
prevent the entry of railroads into the trucking business. Some attempted it 
but the general attitude was that this young upstart industry was not here to 
stay and need not be taken seriously. 

However, with the advent of coast-to-coast highways and the opening up of 
vast new areas by the building of paved roads, the railroads more seriously 
attempted to establish unrestricted trucklines of their own. But railroad 
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management lacked initiative and imagination to capitalize on the great, inherent 
advantages of motor carriage—speed and flexibility (although urged by Federal 
Coordinator Eastman and others to do so). In addition, of course, railroad 
management had as its impelling motive the protection of its rail financial 
investment and so this approach was largely abandoned in favor of approaches 
designed to control and if possible prevent truck competition. A good example 
of the latter tactic is described in the recent decision of Noerr Motor Freight, Inc., 
et al. v. Eastern Railroad Presidents’ Conference et al. (U. S. Dist. Ct., BE. Dist. 
Pa. (155 Fed. Supp. 768, 1957) ). 

The first such approach was to lessen the impact of the new competition by 
regulation. The second was to cripple it to the greatest extent practicable by 
punitive and discriminatory laws and taxes and by public relations programs 
designed to “destroy the good will of the truckers and, secondly, by fomenting 
governmental restrictions * * * .” (from Noerr decision). 

These approaches having failed to prevent the growth and development of the 
trucking industry, which has been built up by the vision, energy, and courage of 
the men who now run it, the railroads now turn again to old devices designed 
either to destroy independent truck competition or to put railroad management 
in control. One of these devices, “‘the three shall nots” you have heard discussed 
by John Turney. The other is to remove all barriers to the acquisition of the 
trucking industry by the railroads. 

As I said a moment ago, the record may not be clear about the extent to which 
the railroads can now engage in motor carriage. Some railroads still have unre- 
stricted motor-carrier rights acquired prior to Federal regulation in 1935 and 
some few have them as a result of extremely liberal Interstate Commerce Com- 
mission decisions. Nearly all of the major railroads have extensive motor car- 
rier auxiliary and supplemental authority granted them almost as a matter of 
right by the Interstate Commerce Commission. They now operate large fleets of 
trucks along tens of thousands of miles of their rail rights-of-way. For example, 
the Southern Pacific operated 12.517 route miles in 1956; the Santa Fe, 11,502. 

The independent motor carriers of the United States are not here challenging 
the law which permits railroads, upon proper showing, to operate trucklines in 
aid of the rail operations, and the Interstate Commerce Commission has never 
hesitated to grant authority for such auxiliary and supplemental operations. It 
has permitted railroads to eliminate wasteful local freight trains, to speed up the 
pickup and delivery of rail freight and has enabled the rails to retain freight 
originating on their lines or destined to points on their lines which otherwise 
would have moved in independent truck operations. 


RAILROAD OBJECTIVE 


But the service just described is not what the railroads now seek. They now 
want you to turn them loose to set up truck, water, and air systems which could 
operate independently of and in competition with their own rail operations. 

As I pointed out, there are two principal reasons why it would not be in the 
public interest to permit the unrestricted operation of trucks by railroads. 


ELIMINATION OF COMPETITION 


The gravest danger in the proposal of the railroads is the possibility of the 
elimination of real competition in transportation. 

This danger is well pointed up in a sentence to be found in a 1912 House report 
(H. Rept. 423, 62d Cong., 2d sess., p. 12) : 

“The proper function of a railroad corporation is to operate trains on its 
tracks, not to oceupy the waters with ships in mock competition with itself, 
which in reality operate to the extinction of all genuine competition.” 

This statement comes from a committee which was considering the need to 
limit the operations of water carriers by railroads. 

A case example of what Congress was talking about occurred in 1915. This 
is an old case but the example given, like the quoted statement above, is as 
true and as applicable today as it was then. In Loeke Line Applications Under 
Panama Canal Act (33 I. C. C. 700, 716) Chairman McChord in his opinion 
denying certain applications dealing with the right of railroads to continue to 
own lake carriers said : 

“These boat lines under the control of the petitioning railroads have been first 
a sword and then a shield. When these roads succeeded in gaining control of 
the boat lines which had been in competition with paralleling rails in which they 
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were interested, and later effected their combination through the Lake Line 
Association, by which they were able to and did drive all independent boats 
from the through lake-and-rail transportation, they thereby destroyed the possi- 
bility of competition with their railroads other than such competition as they 
were of a mind to permit. Having disposed of real competition via the lakes, 
these boats are now held as a shield against possible competition of new inde- 
pendents. Since it appears from the records that the railroads are able to oper- 
ate their boat lines at a loss where there is now no competition from inde- 
pendent lines, it is manifest that they could and would operate at a further loss 
in a rate war against independents. The large financial resources of the owning 
railroads make it impossible for an independent to engage in a rate war with 
a boat line so financed. 

“From a consideration of all the circumstances and conditions disclosed by the 
respective records herein, the Commission is of the opinion and finds that none 
of the several existing specified services by water herein concerned is being 
operated in the interest of the public or is of advantage to the convenience or 
commerce of the people within the meaning of the act, and that an extension 
and a continuance thereof will prevent, exclude, and reduce competition on the 
Great Lakes. The application of each of the petitioners herein is therefore 
denied, effective December 1, 1915. An order will be entered accordingly.” 

Incidentally, having been blocked by the Panama Canal Act and by decisions 
such as the one I have just referred to, destroying their water carrier competi- 
tion through the use of “captive” boat lines, they then went on and destroyed it 
by the use of destructive rate competition of exactly the same sort that can be 
envisaged if the “three shall nots” should be enacted into law. Traffic did not 
again move on our waters until the act of 1920 gave the Interstate Commerce 
Commission effective minimum rate power which placed it in a position to dis- 
courage and prevent destructive rate competition. 

The rationale of the 1912 House report and the Lake Line case appear again 
and again in the more than 20 times’ this proposal has been before the Congress 
and in decision after decision of the Interstate Commerce Commission and the 
Civil Aeronautics Board. Each time Congress has considered it, it has found 
that it would not be in the public interest. Hach time your arms, the regula- 
tory Commissions, have considered it they too have recognized the danger inher- 
ent in unrestricted common ownership of modes of transportation, and they have 
permitted it only rarely. 

The leading early Commission motor carrier report dealing with the problem 
of rail utilization of trucking facilities was Pennsylvania Truck Lines, Inc.-Con- 
trol-Barker, (1 M. C. ©. 101), decided October 8, 1936. Therein a motor-carrier 
subsidiary of the Pennsylvania Railroad Co. applied for Commission approval 
for the purchase of the operating rights of an independent motor carrier for the 
purpose of offering motor-vehicle service, on the one hand fully coordinated with, 
and on the other hand completely disassociated from, the rail operations of the 
railroad. The Commission, Division 5, after reviewing the provisions of section 
213, observed, “It is the obvious intent of the act that special safeguards shall 
surround acquisitions of motor carriers by carriers engaged in other forms of 
transportation, and no doubt railroads were particularly in mind” (1 M. C. C. 
109). The Commission, at 1 M. C. C. 111, declined to give its approval to the 
purchase, setting forth its reasons in what since has become the classic state- 
ment of the rationale underlying the separation of rail and truck ownership 
or control: 

“While we have no doubt that the railroad could, with the resources at its 
command, expand and improve the partnership service and that, so far as 
numbers are concerned, there is now an ample supply of independent operators 
in the territory for the furnishing of competitive service, we are not convinced 
that the way to maintain for the future healthful competition between rail and 
truck service is to give the railroads free opportunity to go into the kind of 
truck service which is strictly competitive with, rather than auxiliary to, their 
rail operations. The language of section 213, above quoted, is evidence that 
Congress was not convinced that this should be done.” 

It is interesting to note that in his testimony Mr. Aydelott of the Denver & 
Rio Grande Western Railroad, in describing his subsidiary motor carrier, Rio 
Grande Motor Way, said “I will say it is in active competition with other motor 
carriers and also with its parent railroad.” He then went on to argue that such 
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key point restrictions as the Interstate Commerce Commission has imposed upon 
it should be lifted. The result would be that it would then be in total “compe- 
tition” with the parent railroad. We believe the use of the word “competition” 
by Mr. Aydelott is somewhat of a farce, and that the inevitable consequence 
would either be the destruction of the rail service (which rail spokesmen say 
must be prevented at all costs), or the whipsawing of the independent motor 
carriers to their destruction. 

On the point just made that this plan might conceivably lead to the destruction 
of rail service by the railroads themselves, a question asked by Senator Purtell 
of Mr. Jenks and Mr. Jenks’ reply are interesting. Senator Purtell asked 
whether, if the rail proposal were followed, they would not be themselves re- 
ducing the importance of the railroads in transporting goods. Mr. Jenks replied 
“No; I don’t think so at all because actually we would use it to bring more 
traffic to the rails, to get a better utilization of the railroads, to do the thing 
best that we can do best.” 

It seems to us that implicit in his reply is an admission that they wish to 
subordinate all truck transportation to that which is supplementary to rail 
service, and secondly, that rail service must come first because that is the thing 
railroad management understands. 

This leads into our second principal reason why this proposal is unsound. 


STIFLING OF PROGRESS 


As pointed out by the Commission in the Barker case, to which reference was 
just made, “truck service would not * * * have developed to the extraordinary 
extent to which it has developed if it had been under railroad control * * *, 
The financial and soliciting resources of the railroads could easily be so used in 
this field that the development of independent service would be greatly hampered 
and restricted, and with ultimate disadvantage to the public.” 

It seems to us that. it goes almost without saying that neither the air transport, 
the motor carrier nor the water carrier industries, would possibly be where they 
are today if their development had been left to railroad management in the 
first place. Obviously, the first concern of railroad management would have 
been the protection of the tremendous physical plant of the railroads from 
inroads by other modes. Their testimony at the January hearing demonstrates 
this. 

By the same token, development and progress in railroading dates from the 
appearance of independent motor, water, and air competition. Had the rail- 
roads had control of those competing modes, would that progress have taken 
place? 

Following this line of thought, one also must wonder how the railroads 
reconcile their tremendous expenditures in attacks on our industry (such as the 
campaign put on by the eastern railroads and found by a United States district 
court to have had only one purpose—the destruction of for-hire trucking com- 
panies in Pennsylvania) with their present pleas that they should be permitted 
to engage in it on an all-truck basis themselves. 

It seems to us that these questions answer themselves. Regardless of their 
present motives the pressures on railroad management must invitably incline 
them in the direction of suppressing both development and growth of the other 
modes—and incline them in the direction of using their subsidiary trucklines 
to eliminate the competition of independent competitors. 

A spokesman for the air transport industry, speaking on this point some years 
ago, said “The surface carrier interests can protest as they will their firm 
intention to develop air transportation, but they cannot overcome the inherent 
conflict of interest which must exist if one management is operating two com- 
peting forms of transportation. 


THE DANGER OF CARTEL-MONOPOLIES 


I have not yet used the word “monopoly” or “cartel” in this discussion. With 
those words in mind let us examine the practical operation of railroad-owned 
unrestricted trucklines operated as segments of what our railroad friends have 
called department store transportation companies (but which we are inclined 
a call company store transportation companies). 

Presumably there could only be a limited number of such companies and, 
to work most effectively, it would be necessary for each such company to do 
everything possible to eliminate competition within its territory (which past 
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experience has indicated they will do), and to limit its operation territorially so 
as not to encroach upon the territory of another transportation company. (In 
this later regard we have noted a curious tendency upon the part of railréads 
seeking trucking authority off their lines—that is, that they have carefully 
avoided encroaching upon the territory served by other railroads). 

Let us look at the phrase “limited number of companies.” How limited should 
these systems be? 

If we limit the number to one, we have a glorified cartel beyond the wildest 
dreams of the most rabid advocates of monopoly in history. Complete national- 
ization would most certainly follow. If we limit the number to say 6 national 
systems or 1 system for each railroad territory, or 2 or 3 for each railroad 
territory—we still have cartel-monopolies only differing in size. Even if the 
application of this principle gets down to only a single shipper or community 
or a small group of shippers and communities the effect of the cartel-monopoly 
will be total as far as they are concerned. For example, if a small community 
is presently served by rail, water, and motor carriers and it suddenly finds itself 
reduced to rail service alone or to a single transportation company, it will be 
bereft of the benefits of competition and almost certainly the victim of dis- 
crimination, or inadequate service, or both. 

To turn the operation of our truck, water, and airlines over to railroad man- 
agement is, in the view of a former President of the United States, to endorse 
the concept “that a permanent level or pattern of transportation has been 
achieved, and it is now simply a question of organizing its structure and dis- 
tributing its fruits. The proposal implies the adoption of the cartel theory 
which in essence expounds the view that those who at one time, either themselves 
or more often their predecessors, made signal contributions to the advancement 
of civilization are, by reason of that fact, entitled to an existence in perpetuity 
at the expense of society in general without making any further contributions.” 

What is being proposed is not that the needs of our system require the inte- 
gration of our several modes of transportation—it is simply that the so-called 
plight of the railroads requires that they be shored up by the profits they hope 
to make through the control of other modes. It adds up to the proposition that 
the old form of surface transportation should be legislated into a controlling 
position simply because there are billions of dollars invested in it. 

If that were done, we would risk stagnation in an area of our economy which 
must continue to grow if our economy is to continue to grow. 

If that were done, it would be like placing the management of our defense 
system in perpetuity in the hands of military men who are firmly convinced 
that the battleship and the heavy bomber must remain our first line of defense. 


COORDINATION OF TRANSPORTATION 





Much has been made of the point that we need more coordination in our trans- 
portation system. There are two ways this may be accomplished. 

One method is to set up transportation companies of the type advocated by 
the railroads. This has been attempted in countries like England and France 
by establishing huge systems. The management, like the governmental structure 
of a dictatorship, controls all modes and, in effect, dictates to the shippers the 
type of service they will get. It is completely unsatisfactory. Such a project 
amounts to corporate collectivism. 

The other method is to have independent modes and independent carriers 
within modes, coordinate their services under the traditional American system 
of through route and joint rate arrangements. This would provide for coordi- 
nated transportation by combinations of services and rates. For many years the 
railroads among themselves and the trucklines among themselves have provided 
such coordinated service within their respective modes. 

The Interstate Commerce Act provides for such joint rate and through route 
arrangements not only between the carriers of each mode but also between car- 
riers of different modes. Therefore, coordination of the second type can be 
accomplished under the law as it stands. 

As previous witnesses have pointed out, the trucking industry stands ready 
to work with the rails in putting into effect joint arrangements. As early as 
1939 the executive committee of the American Trucking Associations urged such 
cooperation and coordination. 

Unfortunately it has been the general policy of the railroads not to have co- 
ordinated service between motor carriers and railroads except where they, the 
railroads, controlled the motor carriers. With a scattered few exceptions the 
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railroads have held to that policy. That is a principal reason why there has 
not been more coordination between the two modes. 

On this point, Commissioner Arpaia of the Interstate Commerce Commission 
in a speech 1 year ago pointed out that a forward step for the railroads to 
take would be ‘“* * * to work out a complete combination of services with every 
existing form of transportation. Up until now the railroads have been squeam- 
ish about entering into through routes and joint rates with independent motor 
earriers. There is only one railroad in the entire country which has done so. 
Yet commonsense dictates that this is the one way that public transportation 
can make substantial and impressive advances. It would permit a fluid, flex- 
ible service from any point to any point in the country. But of even greater 
value, it would develop new sources of traffic at hundreds of points off line and 
open dozens of new gateways for rails. This may change the present pattern 
of traffic with its attendant problems but the ultimate pattern would be efficient, 
economical, and logical.” 

We submit that a far more healthy transportation situation would be created, 
and the public interest will be better served, by coordination of the type recom- 
mended by Commissioner Arpaia rather than by the integration method pro- 
posed by the railroads. 

OTHER FACTORS 


A long and impressive list of additional reasons why it would not be in the 
public interest to have integration of the ownership of the different modes can 
be found in testimony before the Commerce Committees. Attached as appen- 
dix B is a portion of that list of reasons. 


CONCLUSION 


The United States has by far the finest transportation system in the world. 
It is a balanced system made up of privately owned and operated companies. 
It has developed under an effective system of regulation under the Interstate 
Commerce Commission, one of the most outstanding, if not the most outstand- 
ing, regulatory agencies in the world. 

This system should not be disturbed by the attempted integration of owner- 
ship of the several modes. If any steps at all are indicated, we would recom- 
mend that the existing statute be tightened rather than relaxed. The Con- 
gress should make clear that its present policy against integration applies not 
only to the purchase of trucklines by railroads but also to the institution of 
such lines. This recommendation is made because of the recent decision pre- 
viously referred to, pointing to a loophole in the present statute. We urge you 
to consider this recommendation as we believe that the protection of our great 
transportation system and the public interest generally require it. 


APPENDIX A. LEGISLATIVE HISTORY 


“The proper function of a railroad corporation is to operate trains on its 
tracks, not to occupy the waters with ships in mock competition with itself, 
which in reality operate to the extinction of all genuine competition.” This 
quotation is from House Report No. 423, 62nd Congress, from the House Com- 
mittee on Interstate and Foreign Commerce and it is dated in the year 1912. 
This brief quotation sums up the position which has been taken by the Con- 
gress on this question in every instance in which it has been considered since its 
first came before the Congress in 1912. 

In more than 20 instances since that time Congress has specifically consid- 
ered this question of ownership of one mode of transportation by another mode. 
In each instance Congress has rejected proposals which would allow such 
ownership. In no instance which we have been able to locate has this com- 
mittee of the Senate ever acted favorably on such a proposal despite intensive 
efforts to change the policy. These efforts have been to allow railroads to op- 
erate water carriers, air carriers and motor carriers, steamship companies to 
operate air carriers, and freight forwarders to operate motor carriers. 

The following is a brief outline of some of the actions which have been taken 
by this committee and the Congress to prevent one form of transportation from 
controlling another. 





PROBLEMS OF THE RAILROADS 939 


1911-29 

In December 1910, President Taft, in a message to Congress, sought as “a 
wise amendment to the interstate commerce law a provision prohibiting inter- 
state commerce railroads from owning or controlling ships engaged in the trade 
through the Panama Canal.” Two years later this request became law when 
the Panama Canal Act was passed prohibiting rail operation of ships through 
the canal or elsewhere “with which said railroad does or may compete for 
traffic.’ Twenty-two years later in commenting favorably on this act, Com- 
missioner Eastman (then Federal Coordinator of Transportation) said “The 
railroads had no incentive for developing that water route, and if they had 
been permitted to operate ships over it, their tendency, in the days of their 
financial strength, would have been to get rid of troublesome competitors by 
buying them out.” 

Skipping intervening years when the subject was considered we come to 1924 
when the Congress enacted a measure creating the Inland Waterways Cor- 
poration. In furtherance of the congressional policy set forth in the Panama 
Canal Act, appointment to the advisory board created by the act was denied 
to any person who was “an officer, director, or employee, or substantially in- 
terested in, any railroad corporation.” 

Four years later the Denison Act amended this 1924 act to provide for even- 
tual sale of the Federal Government’s water carrier Operation. Consistently, 
the Denison Act prohibited the sale or lease to a rail carrier. 


1930-39 


The existing provisions of the Motor Carrier Act of 1935 have previously 
been discussed and it need only be mentioned at this point that it is again 
consistent with the principle laid down in the Panama Canal Act. 

In 1938 this committee reported to the Senate, and the Congress enacted, 
the Civil Aeronautics Act. Drawing upon the language of the Motor Carrier 
Act the air carrier law prohibits purchase or control of air carriers by other 
types of common carriers unless certain stringent criteria are met. 

In that same year hearings were held on a proposal to amend the Motor 
Carrier Act. At the time of hearings before this committee, Senator Shipstead 
proposed an amendment to the pending bill to make certain that the restrictions 
applying to rail acquisitions of motor Carriers would also apply to the granting 
of new motor carrier operating rights to rail carriers. Following assurances 
from the Interstate Commerce Commission that this was already their inter- 
pretation he withdrew his amendment. As I have already pointed out, a recent 
Supreme Court decision has held that the Interstate Commerce Commission’s 
interpretation was wrong. Senator Shipstead’s amendment is needed today 
if the intent of Congress is to be carried out. 


1940 to present 


Skipping intervening considerations of this subject, we come to the Freight 
Forwarder Act of 1942. This act did allow other forms of transportation to 
control freight forwarders but it, as usual, prohibited freight forwarders from 
controlling other forms of transportation. As many freight forwarders were 
controlled by rail carriers at the time of enactment, the practical effect of the 
prohibition is to control what might be termed a “back door” method for rail- 
roads to gain control of motor carriers. Numerous attempts have been made 
since 1942 to change this prohibition, the latest being S. 3367 of the 84th Con- 
gress which American Trucking Associations, Inc., opposed before this sub- 
committee in 1956. 

From 1945 through 1952 various instances could be mentioned when common 
ownership was advocated by rail witnesses before this and the similar Com- 
mittee of the House. The House committee’s national transportation inquiry 
(growing out of a questionnaire of Chairman Clarence Lea) lasted from 1945 
through 1948, the famous Senate Resolution 50 hearings in 1950, and the so- 
called Johnson bills in 1952 which came from the Senate Resolution 50 hearings 
were two instances when the subject was discussed but never acted upon by 
Congress. Likewise it was discussed during the hearings on the Weeks report 
as a result of recommendations therein to change the National Transportation 
Policy. 

In summary, this brief legislative history is cited to show the historic posi- 
tion of the Congress on this subject. A glance will show that railroads have 
sought authority to control other forms of transportation in good times and 
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in times of financial stress. It will also show that they have sought to gain 
control of fledgling transportation industries and proven transportation media. 
A glance at the record will also show that it has always been found that it 
would not have been in the public interest to grant them this right. 


APPENDIX B. ADDITIONAL REASONS 


There would be little or no equipment savings 


Mergers within the railroad industry can and do result in savings of equip- 
ment, manpower, etc. Duplicating trackage is avoided, fixed expenses are 
curtailed, unneeded terminals may be converted to other uses and other bene- 
ficial results may flow from such a union. But should the railroad buy a 
truckline there is no such savings. Not only are the economics of the two 
industries widely different but also the equipment, the terminals, the labor costs 
and almost all other aspects of the two industries are different. So basic is 
this difference that there could be substantially no equipment savings by merging 
a railroad and a trucking company. 


Regulatory problems would be magnified 


The railroads have in the past sought (and I assume still seek) an amend- 
ment to the Civil Aeronautics Act to allow other forms of transportation to 
own and operate air carriers. Assume this change were enacted and a rail- 
road purchased a subsidized airline. Even if the air carrier were a subsidiary 
corporation there would be inevitable administrative conflicts between the Inter- 
state Commerce Commission and the Civil Aeronautics Board. Even within 
the Interstate Commerce Commission if a railroad were to be allowed to oper- 
ate unrestricted trucking on a large scale, there would be complications lead- 
ing to delay and poorer service to the public. The inherent differences between 
the two modes are so different that this result must follow. 


Labor problems could be multiplied 


Creation of “department store” companies could create labor difficulties. At 
the present time a strike or other labor trouble in the transportation world may 
close down an airline, a railroad or a truckline or busline. But imagine the effect 
if there were one union for all forms of transportation in a given area or even 
over the entire country should a transportation system extend to such a 
scope. 


Management specialization is desirable 


While it may be true that railroad management could hire competent motor 
carrier executives to run the motor carrier parts of their “department store” 
companies, it is a known fact that ownership and operation go hand in hand 
with progress. Management specialization by men who know and advocate 
truck transportation is essential to the continued progress of the industry. 
To say, as the railroads have, that it makes no difference to the public whether 
freight moves by rail or highway shows only one thing. It shows that they 
have overlooked the interest of the public in continued progress in transportation. 
Truck transportation will not continue to improve its service to the public if 
it is in the hands of railroad management. 


Senator Smatuers. Our next witness is Mr. Davidson, vice presi- 
dent of the Davidson Transfer & Storage Co., Baltimore, Md. 


STATEMENT OF B. D. DAVIDSON, VICE PRESIDENT, DAVIDSON 
TRANSFER & STORAGE CO. 


Mr. Davinson. Mr. Chairman, I want to thank you for taking me 
out of turn. I am most anxious to return. First, 1 haven’t been well, 
and in the second place I understand of our 640 trucks only about 10 
of them have turned a wheel since Saturday. So Iam very anxious to 
get back. 

I am B. D. Davidson, vice president, of the Davidson Transfer & 
Storage Co., of Baltimore, Md. Stock of the Davidson Co. is held 
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entirely by the family. Beginning in 1896, our father established the 
business utilizing horses at first and continuing to expand and im- 
rove our service as other power became available. When shippers 
earned that we could give an improved service they insisted upon it, 
and our motor-carrier operation was the direct outgrowth of their 
demand. 

Davidson Transfer & Storage operates between New York on the 
north, and Norfolk, Va., on the south, serving no farther west at any 
point than Harrisburg, Pa. 

We are primarily a less-truckload operator. Our revenue in 1957 
was $7,486,250 and we handled 421,026 shipments, 95.5 percent weigh- 
ing less than 10,000 pounds. We, as I mentioned before, have over 
600 vehicles. We employe over a thousand people, and we paid out 
in wages $4,764,391. The percentage of wages to revenue—and we 
operate in a very high cost factor area—was 64 percent. Within our 
fleet are flatbeds, vans, stake bodied trucks, high-cubes, and refrigera- 
tor vehicles capable of transporting goods safely at strictly controlled 
temperatures—high or low. 

We pride ourselves on our safety record and the length of time many 
of our employees have been with our company. 

I am glad to speak to you on the subject of transportation integra- 
tion and in so doing I adopt also the testimony of Mr. Pinkney who 
has just preceded me. 

In the area in which our operations take place there run some of the 
strongest railroads in the tinited States, commanding an enviable 
position in our economy and with our financial institutions. Airlines 
and water carriers serve the same territory, and do it well. We feel 
the thrust of the competition of all of them. A very large number of 
motor carriers operate between most of the points served by our com- 
pany—lease operators, private carriers, and regulated carriers, not 
to mention carriers of exempt commodities. Motor carriers and rail- 
roads alike feel the full impact of this abundance of transportation 
service. It is highly competitive, with a high labor cost factor. 

We reach in an overnight run, in the short run that we have, we 
reach and serve over 40 million of the Nation’s people. So you can 
readily understand how competitive the situation is. 

Railroad witnesses from my region have told you about their finan- 
cial troubles. They are our troubles also, and are not unique to the 
railroads or to motor carriers. I wish to apologize for using the word 
“recession.” I understand it has a horrible connotation. But when 
steel gets down to below 60 percent, and when the automobile compa- 
nies are curtailing their production, and when appliances aren’t pro- 
duced and sold, we are all affected by it. They are conditions that 
affect the entire economy. 

Senator Scuorrret. Mr. Davidson, do you think that is because the 
pipeline has gradually filled up or too loose a credit, or just what is the 
cause of it? 

Mr. Davinson. I don’t understand about too loose credit, being in 
motor transportation. We have never found credit too loose. But I do 
believe that the pipelines are filled, and can easily be réplenished. 

It is not the part of wisdom to state that a cure of our financial trou- 
ble can be found in integration of ownership. Where partial cures can 
be provided by law they should be given quickly. You have heard a 
great deal of testimony this morning, and I want to join that vast 
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chorus that one typical thing is the repeal of the 3-percent transporta- 
tion tax. We would be delighted to have a net after taxes of 3 percent. 

Basically, the question whether Congress should amend the law so 
as to permit one form of transportation to control another without 
restriction is a question of public policy and ought to be decided only 
in terms of the public interest to be served. I lay before you also the 
private equity interest of small companies such as my own, built 
through family sacrifice and devotion for more than half a century. 
I have been in this business 48 years. I drove a team over the cobble- 
stones of Baltimore, and our harnessmaker made—the streets were 

retty rough—made a leather belt, and we had two snap hooks off the 
EAichen strap—I don’t know if that means anything to many men 
today—to keep me from falling while driving that team. I admit I 
was quite young. So I have some feeling. I later on drove a truck. 

When we first started our daily service to Washington, in 1915, it 
took us 4 hours to go from Baltimore to Washington on solid tires. 
We were very proud of that schedule. And our shippers thought it 
wasterrific. It was better than 3 days. 

Only a major crisis could justify common ownership of different 
forms of transportation, and even then only if great economy and great 
efficiency are to be achieved. But I assure you there is no overall econ- 
naan to be had through integrated ownership, and no greets service 
to the shipping industry and the traveling public. This form of owner- 
ship would mean a decided weakening of the activity and role of com- 
petition between the forms of transportation and aah the elimina- 
tion of genuine competition from our transportation system. Corpora- 
tions do not compete with themselves. 

May I digress for a moment, Mr. Chairman, to mention one thing? 
This great industry that is now a billion-dollar industry, owes most 
of its growth and its being to motor transportation. And I speak of 
the frozen-food industry that Dr. Ratner so ably presented to you this 
morning. 

In 1930 our company was privileged to haul the first cold-pack for 
Bird’s Eye, packed by Seabrook on the Seabrook Farm, before they 
started to pack for themselves. We provided a very necessary service. 
In 1930 we were an important reefer carrier. But when the exempt 
commodities came along we just felt that, well, in our fleet of some 600 
units, we have less than 20 reefers today. We are going to let the 
exempt haulers and the private carriers haul that. Those anits cost 
$15,000 apiece, and they are pretty expensive to haul freight at rates 
that you can’t make a profit. 

I cannot emphasize too strongly that the economies, the efficiencies, 
the service that have greatly enhanced the value of transportation to 
this country during my lifetime have come about because of competi- 
tion among the various modes of transportation. Men dreamed dreams 
and gave of their few years to fulfill them, neither helped nor hindered 
by personal 8-hour days. The motor carrier and his new vehicle per- 
mitted a revolution in the merchandising habits of the Nation. 

And again I hope you will forgive me, I get carried away, and I 
didn’t intend to, but years ago—— 

Senator Smaruers. I just want to remind you that you are on now 
because you have to get back to Baltimore. 

Mr. Davinson. I thank you, sir, and I will keep quiet. 
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Senator Smaruers. Go right ahead. 

Mr. Davipson. You are so very right, but this is so important to 
me. I merely was going to mention that years ago when we hauled 
freight to the railroads and to the boat lines, in the fall we hauled 
winter merchandise. That is how the merchants had to buy. And 
in the spring we hauled the summer goods. 

Macy’s will advertise a sale on Monday and those goods will just 
be made on Friday in North Carolina, and they will have that on 
Monday. And it won’t be Monday afternoon, it will be Monday 
morning. 

There probably will be those who say that enormous transportation 
systems would produce economy, would achieve greater efficiency, and 
provide more adequate public service. As I have already indicated, 
such conclusions, in my opinion, have little basis in fact. In my longer 
statement for the record I call attention to an exhaustive study show- 
ing that the largest companies do not often produce the lowest cost 
nor produce the highest rate of return on investment. 

And now a further word about economy and efficiency. The present 
law generously permits the railroads to benefit from economies and 
efficiencies available through the use of motor vehicles. Mr. Pinkney 
has covered that so well that I shan’t belabor it and say anything more 
about it. 

I do want to make one brief statement. Some years ago the then 
Senator Harry S. Truman, and a great Senator he was—forgive me, 
maybe I shouldn’t have said that 

he CuatrMAN. It is all right on this side of the table. 
Mr. Davipson. I am sorry, I get carried away. But he did visit our 


traffic club in Baltimore and he made this statement, and may I quote: 


We want integration of operation, but we certainly do not want that type of 
integration of ownership which we have witnessed in the past of which the Van 
Sweringen railroad empire was an outstanding example. To add trucks, buses, 
barges, and airlines to such an integrated system would only multiply abuses 
and increase the damage to the public welfare. 


If you gentlemen are interested, I have a copy of that talk which 
was reproduced in the Congressional Record of February 1, 1944. 
And by the way, it is an interesting article. Very interesting. 

Nothing I can say is more important than this: Through the co- 
operative effort of the separate modes of transportation, every econ- 
omy, every efficiency, every service improvement that is claimed for 
integrated ownership can be achieved. This can be done without 
imperiling the independence that presently exists, and the competition 
which ought to be the birthright of every shipper and receiver in our 
Nation. And no statute is needed to achieve it. Our industry stands 
ready, and my company stands ready, to offer this joint service to 
the users of transportation. 

And thank you, very much, for your attention. 

Senator Smaruers. Thank you very much, Mr. Davidson. 

Are there any questions? 

If not; thank you. I hope you get back safely. 





944 PROBLEMS OF THE RAILROADS 


(The complete statement of Mr. Davidson follows :) 


STaTEMENT or B. D. Davipson, VICE PRESIDENT, DAVIDSON TRANSFER & 
STORAGE Co. 


My name is B. D. Davidson and I am vice president of Davidson Transfer & 
Storage Co., of Baltimore, Md. As is still the case with most motor carrier 
operations, the Davidson Co. is a closely held and small corporation, its stock 
being held entirely by the family. Beginning in 1896, our father established 
the company, utilizing horses at first and continuing to expand and improve 
our service as other power became available. Ours was originally a cartage 
business, handling freight to and from rail yards and shipside. When shippers 
learned that we could give an improved service they insisted upon it, and our 
motor carrier operation was the direct outgrowth of their demand. 

Davidson Transfer & Storage operates between New York on the north, and 
Norfolk, Va., on the south under a certificate issued by the Interstate Commerce 
Commission. We serve no farther west than Harrisburg, Pa. Intermediate 
points are served along our routes and limited off-route territory as well. 

We are primarily a less-truckload operator and make no distinction between 
large and small shippers in our operation. We have equipped ourselves with the 
various types of vehicles necessary to perform a complete common carrier 
service to the public in the carriage of general freight. Within our fleet are 
flatbeds, vans, stake-bodied trucks, high-cubes, and refrigerator vehicles capable 
of transporting goods at strictly controlled temperatures. 

While our company is sound financially, we are not prepared under regulation 
or otherwise, to withstand the economic onslaughts of powerful financial trans- 
portation agencies that might be pitted against us to do us harm. For this 
reason, among others, I am glad to speak to you on the subject of transportation 
integration and in so doing I adopt also the testimony of Mr. Pinkney, who has 
just preceded me. 

I think it helpful at this juncture to indicate what transportation is available 
in the area in which our operations take place. Most of the operation is per- 
formed within what is called official or trunkline territory, with the southern 
leg running to Norfolk, in southern territory. Along our routes operate some 
of the strongest railroads in the United States. Entrenched by more than 100 
years’ successful experience, they command an enviable position in our economy 
and with our financial institutions. Airlines and water carriers serve the same 
territory, and do it well. Weare keenly aware of the competition of all of them. 
And to all of these carriers must be added a very large number of motor carriers 
operating between most of the points served by our company. It is not alone 
the regulated carriers who serve these cities, for private carriers transport 
their own goods in constantly increasing volume and percentage. To all of this 
array must be added the lease operators and those who, by one means or another, 
transport freight outside the pale of regulation. Motor carriers and railroads 
alike feel the full impact of this abundance of transportation service. It can 
be said with every assurance that my company’s geographical area of service 
has adequate transportation facilities. It is highly competitive, with a high- 
labor-cost factor. 

Railroad witnesses who have appeared here from this region have told you 
about their financial troubles. I am aware of their difficulties for they are ours 
also, this being the common lot of much of the transportation business through- 
out the region in which Davidson operates. The current financial difficulty 
of some of the railroads is an experience visited upon us also and it is at least 
symptomatic of the general economic decline which has befallen some of the 
Nation, if not all of it. 

It is not the part of wisdom to state that a cure of our financial trouble can 
be found in integration of ownership. Palliatives or partial cures can be had, 
improvements can be achieved, and others representing the trucking industry 
have emphasized these, or will do so. Important among the, and typical, is the 
repeal of the 3-percent transportation tax. 

Basically, the question whether Congress should amend the law so as to permit 
one form of transportation to control another without restriction is a question 
of public policy and ought to be decided only in terms of the public interest to 
be served. There is another interest, likewise, and that interest I lay before 
you. It is the private equity interest of small companies such as my own, built 





PROBLEMS OF THE RAILROADS 945 


through family sacrifice and devotion for more than half a century. As a part 
of the general public we do have an interest in keeping our company strong 
and in seeing it protected against baronial financial powers with which we 
could not hope to compete. The interest of our several hundred employees is 
primary ; they and their families have much at stake in any plans for integrated 
ownership. We are not hesitant in laying this interest before you, and we think 
it an essential part of the total economic strength of the Nation, worthy of 
protection. But the protection is not alone selfish, for it is through thousands 
of companies, small like our own, that a tremendous total service has been 
rendered to the national economy in transportation and elsewhere. 

If it be concluded that we should amend our transportation law so as to per- 
mit common ownership of different forms of transportation, such a policy de- 
cision could wisely be made only if great economy and great efficiency are to 
be achieved. There is no overall economy to be had through integrated owner- 
ship, for most of the personnel and most of the vehicles—if not all—presently 
employed would be required if that objective were achieved. Besides, there 
would be no greater service to the shipping industry and the traveling public in 
a transportation system whose companies among the various modes of trans- 
portation were commonly controlled. This program, in fact, if carried into 
execution, would mean a decided weakening of the activity and role of competi- 
tion between the forms of transportation and probably the elimination of that 
type of competition from our transportation system. It would produce a divi- 
sion of traffic between the instrumentalities of single owners and hold competi- 
tion within narrow boundaries. Neither men nor corporations compete with 
themselves. The urge, the spur come from the presence of other personalities 
in the business scene, from the profit incentive behind the investments of other 
owners seeking the same business. 

The economies, the efficiencies, the service that have greatly enhanced the 
value of transportation in my area during my lifetime have come about because 
of competition among the various modes of transportation. Our country is still 
young and within my own lifetime I have seen vast changes in transportation 
within my State of Maryland and throughout the area which the Davidson Co. 
serves. My hands have held the leather reins on teams of horses, and turned 
the steering wheel of a solid-tire truck. And I have never been denied the 
privilege of working in excess of 8 hours a day. Sailboats which plied the 
Chesapeake Bay no longer touch our wharves in Baltimore. The vehicles drawn 
by animals are gone. The new medium of transportation and its new owner- 
ship permitted a revolution in the merchandising habits of the Nation. It 
was new ownership that induced the new modes of transportation to come in, 
and it was this same new ownership that compelled the older forms of trans- 
portation to improve their service, to achieve economy, and to promote efficiency. 
The vast improvement in railroad operation brought about by the diesel loco- 
motive did not come except under the stress of external competitive forces. 
And competition with other agencies of transportation has been an important 
factor, as has the desire for economy and efficiency, in driving the trucklines 
into high-cube trailers and diesel tractors. Inter-carrier competition and an 
insistance upon service geared to our dynamic economy have induced us to 
provide the transportation that modern industry and distribution demand. And 
in all of this we are fully alive to the improved water transportation and to the 
growing competition in the air. 

Our country has become financially strong largely because of the beneficial 
effects of the competitive enterprise system. And privately owned motor trans- 
port is the finest example of that free-enterprise system. Although our country 
has been threatened with monopoly in some areas from time to time, including 
what was virtually a railroad monopoly in an earlier day, it is an established 
economic fact that the railroads and motor carriers are competitive. If it be 
true, as I assert, that regulated competition in transportation is in the publie 
interest, it is decidedly true that railroads and motor carriers, being competitive, 
should not be owned by the same interests. The public can be protected only 
where competition is assured, and Congress long ago decided, wisely we think, 
that transportation is so important to the public well-being that its operation 
must come under the supervision of an unbiased regulatory agency. 

There probably will be those who say that enormous transportation systems 
would produce economy, would achieve greater efficiency, and provide more ade- 
quate public service. Such conclusions, in my own experience, have very little 
basis in fact or truth. Reasons justifying monopolies or integrated transporta- 
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tion systems would have to be found elsewhere. In the matter of efficiency, it 
is extremely doubtful if greater efficiency is achieved by the expansion of com- 
pany size. The only study on this subject called to my attention is now rather 
old, but its results are revealing. That study was made under the auspices of 
the Federal Trade Commission for the Temporary National Economic Committee, 
76th Congress, 3d session, pursuant to Public Resolution 113, authorizing and 
directing a select committee to make a full and complete study and investigation 
with respect to the concentration of economic power in, and financial control 
over, production and distribution of goods and services. 

This study was published by the Temporary National Hconomic Committee as 
Monograph No. 13—Relative Efficiency of Large, Medium-Size, and Small Busi- 
ness. The study covered 18 industries—cement, blast furnaces, steel mills, farm 
machinery, petroleum production, petroleum refining, beet-sugar production, cane- 
sugar production, sugar refining, milk distribution, butter, canned milk, flour 
milling, baking, motor vehicles, chemicals, fertilizers, and rayon. The figures 
derived from these industries and companies within them were compared from 
almost every known angle. In summarizing this report the Federal Trade Com- 
mission said: 

“In the 233 combined tests, large sized, whether represented by a corporation, 
a plant, a group of corporations, or a group of plants, showed the lowest costs or 
the highest rate of return on invested capital in only 25 tests. In these com- 
bined tests, medium size made the best showing in 128 tests and small size in 
80 tests. Thus, large size was most efficient, as efficiency is here measured, in 
approximately 11 percent of the total tests, medium size was most efficient in 
approximately 55 percent of the tests, and small size was most efficient in approx- 
imately 34 percent of the tests.” 

What has been said just above with reference to efficiency would, in my opin- 
ion, apply equally as well to earnings, to service, and to economy among inte- 
grated transportation systems. 

It should not be believed that the railroads are denied the right to benefit from 
economies and efficiencies available through the use of motor vehicles. The 
Interstate Commerce Commission has been extremely liberal in allowing the 
railroads to operate motor vehicles, and motortruck lines, in supplementing and 
assisting the rail operations. In fact, it has been my experience, and that of 
much of my industry, that the Commission has been entirely too liberal in this 
respect. 

Where economies in the operation of rail cars can be achieved by utilizing 
motor vehicles, the Commission has been quick to grant the railroads the right 
to buy motor carriers and to put on their own motor vehicles to perform the 
service formerly rendered by way-freight trains. Substitute services by motor 
vehicle has been approved for the railroads by the Commission. There are a 
few instances in which there are absolutely no restrictions whatever upon a 
railroad’s operation of trucklines. This again, as just noted, seems to me an ex- 
pansion that the railroads should not have been permitted to make. But the 
present law allows it. If this liberality continues, and if restrictions on com- 
mon ownership are removed by congressional enactment, it is obvious that much 
of the splendid service that the motor carriers render the public over and above 
that auxiliary and supplemental service for which motor vehicles are now 
widely used by the railroads would be lost. In other words, the element of com- 
petition in a broad area of competitive transportation activity wold be re- 
moved. 

The foregoing is true essentially for two reasons. In some instances truck- 
lines would be bought up by the railroads, and there would be no motor com- 
petition left. In other instances, the economic power of the railroads to 
compete with the remaining trucklines in the region would be so great as to 
force the trucklines out of business. The effect of their selective rate re- 
ductions would overwhelm us. And when either of these situations occurred, 
the railroad would be in its old monopoly position to render such service as it 
wished, and there would be no competitor available to offer a like or improved 
service to the public. It would then be too late. The day of the company 
store would be restored, and from the citizen would be exacted the 16-ton 
tribute at a value determined by the single owner of the community, and 
not by the force of competitive effort. Only those fortunate shippers able to 
provide their own private transportation systems could prevail in such a trans- 
portation economy. 
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And if it be thought that regulation would avail under these circumstances, I 
suggest that such is merely a fond hope. In the first place, our railroad friends 
are seeking not alone to have integrated ownership of transportation, but also 
to deregulate the rate controls of the Interstate Commerce Commission. If they 
achieve one objective, they may well achieve the other. And even if rate reg- 
ulation be preserved, it is of little value if service is poor and if the economies 
and efficiencies claimed for integrated ownership are not realized. And I 
have every confidence they would not be. Moreover, by the device of deregula- 
tion of rates the railroads might conceivably destroy their own financial 
stability. 

I urge that in situations such as this we look at the historical record to see 
what our national policy has been and what has brought us where we are. 
Others have traced, or will trace, their legislative history of congressional 
policy on integrated ownership of transportation systems. Primarily, that 
history begins with the Panama Canal Act of 1913 which imposed certain pro- 
hibitions on rail ownership of water carriers in intercoastal trade. That policy, 
now some 45 years old, has been reiterated in various legislation subsequently 
enacted. It is all a part of a long-standing national policy seeking to achieve 
and maintain competition within industry in this country. It finds expression 
in the antitrust laws and in various parts of the Interstate Commerce Act. 

During all of this historical legislative period, and throughout my life, I have 
seen crises in transportation, especially in railroad transportation. As noted 
earlier, the present so-called crisis is one in which my company is sharing, along 
with others. But we are not here seeking relief at the expense of some other 
business. Relief lies in self-help, in improved operations, in cooperative effort, 
in laws designed not to cripple but for the general good. Such approaches 
will greatly assure the future. That the future of one of our great eastern 
roads, with main offices in my own city, is bright, is evidenced by the con- 
stantly recurring published statements of a reputable and conservative firm 
which highly recommends purchase of that railroad’s stock, even in these times. 

Some years ago, then Senator Harry S. Truman spoke in my city of Baltimore 
before our traffic club. Dealing with railroad proposals then current for inte- 
grated ownership of transportation systems, he said: 

‘“* * * the implication and philosophy of this proposal are in irreconcilable 
variance with my own views of our American society.” 

And the Senator showed that true integration can be achieved by means 
other than ownership. On this he said: 

“Because improved integration and coordination of modes of transport will 
result in improved service and reduced cost to the shipper and is, therefore, 
desirable, it does not follow that such integration can be achieved only through 
integrated ownership. Our entire history runs contrary to such a proposition.” 

Mr. Truman stated that integration of service was important, and on this 
subject made the following comment: 

“We want integration of operation, but we certainly do not want that type 
of integration of ownership which we have witnessed in the past, of which the 
Van Sweringen railroad empire was an outstanding example. To add trucks, 
buses, barges, and airlines to such an integrated system would only multiply 
abuses and increase the damage to the public welfare.” 

The trucking industry has long offered its services in cooperation with rail- 
roads, airlines, and water carriers. My own company has been willing to enter 
into such relations, and we have done so to the fullest extent available to us. 
Through the cooperative effort of the separate modes of transportation, every 
economy, every efficiency, every service improvement that is claimed for inte- 
grated ownership can be achieved. And all of this can be done without im- 
periling the indepenednce that presently exists, and the competition which 
ought to be the birthright of every purchaser of transportation service in our 
Nation. 

Our industry stands ready, and my company stands ready, to offer this joint 
service to the users of transportation. Too many times, we think, the Inter- 
state Commerce Commission has already allowed the railroads to put on their 
own trucks, while our people are willing and anxious to coordinate their services 
with the railroads, and to achieve the results that are thus available for the 
public. We urge that there be greater activity in this field, that it be given a 
fair trial, or even a chance. Any failure to give the public joint cooperative 
service cannot be laid at the door of my industry. And such cooperation has 
none of the pitfalls of integrated ownership. 


Senator Smatuers. The next witness is Mr. Kiley. 
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STATEMENT OF EDWARD V. KILEY, DIRECTOR OF RESEARCH, 
AMERICAN TRUCKING ASSOCIATIONS, INC. 


Mr. Kier. Mr. Chairman and members of the committee: My 
name is Edward V. Kiley, and I am director of the department of re- 
search of the American Trucking Associations, Inc., with headquar- 
ters at 1424 16th Street, NW., Washington, D.C. I appear on behalf 
of the American trucking industry. 

In recently concluded testimony before your committee various 
railroad industry officials made numerous references to their current 
financial difficulties being due in part to Government subsidization of 
their competitors. They included highway transportation, and in 
particular truck transportation, in their charge of subsidy and main- 
tained that truck transportation is availing itself of publicly provided 
facilities for which it is not making adequate payment through special 
user charges. 

The railroad charge of subsidy as made against highway transpor- 
tation generally, and truck transportation in particular, is not new as 
far as the railroad industry is concerned. For more than 35 years 
the railroads have been contending that highway transportation—all 
highway transportation including private automobiles—is subsidized. 
These charges have been forcibly refuted in the past by factual evi- 
dence. We believe the facts refute them just as strongly today. 

On the basis of these facts, as we know them, we sincerely believe 
that motortrucks do pay their fair share of highway costs. There is 
no subsidy of truck transportation, nor of highway tiansportation 
generally. Actually the data we would like to give your committee 
for consideration will show that through special user taxes assessed 
on both a State and Federal level, highway users are paying more than 
their fairly assigned share of highway costs. 

We appreciate this opportunity to present the pertinent facts for 
your consideration. We believe the specific data will stand in sharp 
contrast to the often vague, sweeping assertions presented by the rail 
road witnesses. 

A review of the railroad financial picture, as the railroads have pre- 
sented it, shows the extent to which their competitive problem involves 
highway transportation generally, and not merely truck transporta- 
tion. This is necessary in order for us to understand that actually 
highway transportation in all of its aspects is the true competitor of 
the railroad industry. For example, if you were to review some of 
the remarks made by some of the leading railroad officials, including 
one made before this committee, by Mr. McGinnis, president of the 
Boston & Maine Railroad, who stated : 

We cannot compete with the millions of automobiles that daily traverse 
thousands of miles of concrete highway. 

Some time ago the late Mr. Frank J. McCarthy, vice president ot 
the Pennsylvania Railroad, pointed out the intense competition being 
afforded his line by the New Jersey Turnpike, and how they were losing 
thousands of passengers a day to hie highways. 

I point this up to illustrate that the railroad situation is one of 
facing the competition from highway transportation in all of its 
aspects, and not truck transportation alone. However, it is obviously 
quite difficult, and often very dangerous for the railroad industry to 
charge that everybody who drives his passenger car is subsidized. 
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They would like to do that; they have attempted to do so in the 
past. However, today they choose to level their attack against one 
group of highway users, and in this particular case they attempt to 
level the charge against truck transportation. 

We believe—on the fact of the record and not on vague or sweep- 
ing assertions, but on the facts—that highway transportation gen- 
erally, all types of motor vehicles, do pay their way on the Nation’s 
highways, and we believe that truck transportation also pays its way 
on the Nation’s highways, and in many respects actually pays more 
than its fairly assigned share of highway costs. 

The first factual refutation of the railroad industry’s subsidy 
charge lies in the legislative history and the provisions of the Fed- 
eral-Aid Highway Act of 1956. Prior to the enactment of the Federal 
Highway Act of 1956 the question of the Federal Government’s 
providing highway moneys, and whether or not they collected any 
user charges to recover those costs, was mainly an academic subject. 
It was academic because there was no statutory connection between 
these expenditures and between any taxes the Government was col- 
lecting, or any charges it was levying which could be called highway 
user charges. 

During the period from 1916, the beginning of the first Federal 
Highway Act, and up to but not including the Federal-Aid Highway 
Act of 1956, the Federal Government os appropriated approxi- 
mately $8.1 billion for highway construction. This does not include 
the new Highway Act. 

During the same period—1916 up through 1955 and part of 1956— 
the Federal Government was collecting, in special taxes on highway 
users, taxes on motor fuel, new cars, trucks, and buses, truck trailers, 
tires, tubes, parts, and accessories, approximately $24 billion. This 
figure includes only these taxes paid by highway users, and does not 
include Federal automotive taxes paid by those who do not use the 
highways. 

These simple facts illustrate, during this period, the importance 
and magnitude of the special Federal taxes that been levied on high- 
way users. They exceeded the Federal Government’s expenditures 
by more than $15.5 billion. This is a fact that certainly can refute 
the subsidy charge against the highway users generally, or any 
group of motor vehicles. 

During this period of time the proponents of the subsidy myth 
would ignore these facts, and point out that there was no connection 
between these taxes and these expenditures, Congress had not said 
these were taxes for highway use, therefore there was a subsidy 
because they were spending this money. 

Let us examine this from a logical standpoint. If these special 
automotive excise taxes, and in particular the taxes on new trucks, or 
new trailers, on tires and tubes and fuel and parts and accessories, 
were not special charges, levied to support the highway program, 
where in the sense of fairness was the reason for levying them only on 
one form of transportation ? 

During this period of time the railroads did not pay and do not now 
pay today a tax on railroad equipment, a tax on railroad parts or 
acessories, or a tax on railroad fuel. In answer to this, the railroads 
said in the past these are user charges; they are not general taxes; they 
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are for highway purposes. Then we will accept their argument, in 
which case during this period of time the users overpaid their responsi- 
bility by $15.5 billion. 

The railroad recognition of this connection between Federal taxes 
and highway use was quite necessary because in 1951, when the Con- 
gress enacted a tax on diesel fuel, it specifically stated that it would 
apply only to diesel fuel used on the highways. The railroads pro- 
tested that this should be that way. In other words, their position 
was that this tax should not extend to all diesel fuel because if it did 
they would have to pay many millions of dollars on their diesel fuel. 
Therefore, they insisted this was rightly a user tax and not a general 
revenue measure. 

Therefore, we must concede that during this early period, prior to 
the Highway Act of 1956—however we wish to look at it—that through 
these taxes levied by the Federal Government, whether user taxes or 
not, the Federal Government actually was recovering from highway 
users more than they spent on highways. Clearly, there was no sub- 
sidy here. 

t us now look at the Federal-Aid Highway Act of 1956 which 
brought us into a completely new era of highway taxation and high- 
way financing at the Federal level. Under the new, expanded high- 
way program the Federal Government proposes to spend $38.5 billion 
for new and improved highways on the vraious Federal-aid road 
systems. 

To finance these expenditures, the Congress increased the tax on 
gasoline, on diesel fuel, tires, new trucks, buses, and trailers, added a 
new tax on tire-retread material and a special tax on trucks weighing 
more than 26,000 pounds. The tax increase, plus the completely new 
taxes are expected to ma $13.5 billion over the life of the highway- 
tax program. To this Congress added from the existing taxes on 
gasoline, diesel fuel, tires, tithes, and part of the existing tax on new 
trucks, buses, and trailers. These totaled $25 billion and, when added 
to the $13.5 billion, give us the $38.5 billion to be placed in the high- 
way trust fund to cover the full cost of the Federal Government’s 
highway program. 

Tt should be noted that all of the increases in the Federal automotive 
taxes apply only to highway users. Included in the revenues from the 
older taxes which are going to the highway trust fund are relatively 
small amounts from nonhighway users. Examples are the present 
2-cents-a-gallon tax on aviation fuel and the tax on aircraft tires. 

The aircraft industry gets a refund of the additional third cent on 
aviation fuel. They are paying the 2 cents that now goes into the 
highway trust fund. I would like to add at this point that Senator 
Lausche’s comment and question about the order of the Bureau of 
the Budget commented on the fact that the aviation tax of 2 cents 
should perhaps be placed in a special trust fund for the airport pro- 

m. 
As I understood ard read that recommendation, as well as the 
budget message, it proposed in the next several years to increase that 
to 61% cents as a special fund to help support the Federal Govern- 
ment’s ee program. In that same message also, or that notice 
from the Bureau of the Budget, if I recall correctly, it commented on 
the question of user taxation, and that recovery of the cost of highway 
facilities was taken care of in the highway trust fund. Apparently 
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they were proposing to do something similar to that for the airport 
rogram. 

. us, in the Federal-Aid Highway Act of 1956, quickly summariz- 
ing, Congress gave statutory recognition to the relationship between 
Federal expenditures for highways and the levying of special taxes 
to cover the costs. So that the Federal highway program is being 
met virtually in its entirety by special taxes applying only to highway 
users. 

However, in addition to covering the full cost of the highway pro- 
gram, highway users will continue to pay, during the life of the high- 
way tax program, more than $17.5 billion into the general fund over 
and above the highway trust fund. This is due to the fact that the 
tax on lubricating oil, the tax on motor vehicle parts and accessories, 
the tax on new automobiles, and part of the tax on new trucks, buses, 
and trailers, will continue to go to the general fund of the Govern- 
ment and not to the highway fund. 

In summary, during the life of the highway tax program, the Fed- 
eral-Aid Highway Act of 1956, the Nation’s motor vehicle owners and 
operators of all types, will be paying a total of $55.9 billion in special 
Federal taxes. Of this, $38.5 billion will go to the highway trust 
fund, to cover virtually the entire cost of the highway program at 
the Federal level, with the balance of $17.5 billion to go into the 
general fund. This places highway users in the position of not only 
paying the full cost of the expanded Federal highway program, but 
of continuing to make enormous tax contributions to support the 
general Government expenditures. This would certainly seem to 
settle the question as its applies to highway transportation, even for 
the most belligerent. 

Truck transportation, under the Federal highway tax program is 
making enormous special user tax payments, both in aggregate dollar 
amounts and in relative amounts paid by individual vehicles. For 
example, trucks, while representing 16 percent, or less than one-sixth 
of all registered motor vehicles, will be paying close to 40 percent of 
the total taxes going into the highway trust fund. A typical large 
intercity truck about whom the railroad industry seems to complain 
so bitterly, is paying annual special Federal taxes totaling more than 
$800, according to data developed by the United States Bureau of 
Public Roads and submitted to the Congress in March of this year. 

The same report by the Bureau shows annual payments of a typical 
small passenger car in special Federal taxes to be about $20 a year. 
In other words, the truck is making special annual tax payments in 
an amount equivalent to the annual payments of 41 passenger cars. 

The foregoing data indicate the large truck tax differential arising 
out of the Federal highway user tax program. The Federal tax on 
motor fuel automatically results in the larger vehicle, because of its 
rreater use of fuel for each mile of travel, paying 4 to 5 times as much 
in fuel tax for each mile of travel as compared to the smaller vehicle. 

The rubber tax is based on weight, and automatically results in the 
much higher tax payment by the truck because the truck tire is con- 
siderably larger, weighs considerably more, and in contrast to the 
4 tires on a passenger car, the larger truck combinations may have as 
many as 22 tires, depending of course on the number of axles. 
































































































952 PROBLEMS OF THE RAILROADS 


In addition to this there is a special excise tax of 5 percent on new 

trucks and trailers, a special tax on retread material for tires, and a 
special tax on trucks weighing more than 26,000 pounds. 

The aggregate effect of these taxes results in trucks paying, under 
the Federal-aid highway program, what we believe to be more than 
their fair share of highway costs. There is a more than adequate 
user tax program at the Federal level. However, together with other 
highway user groups, the trucking industry is awaiting the results of 
the special study being conducted by the United States Bureau of 
Public Roads, for the Secretary of Commerce, under the directive 
of section 210 of the Federal-Aid Highway Act of 1956. 

The Bureau’s study, the results of which are to be included in a 
report to be made to the Congress in March 1959, will serve as a guide 
to the Congress in determining the future highway tax program of 
the Federal Government. 

Senator Lauscur. Mr. Chairman. 

Senator Smaruers. Senator Lausche. 

Senator Lauscuer. This is the first mention that has been made of 
this item. Do a understand that the Bureau of Public Roads is now 
making a study to ascertain whether the different types of vehicles 
using the highways are paying their fair share of the cost of building 
and maintaining the roads ? 

Mr. Kirey. That is in essence what it is. Section 210 asks that the 
Bureau of Public Roads submit to the Congress information on the 
design, construction and maintenance of Federal-aid highways, on the 
use of vehicles of different dimensions, weights, and other specifica- 
tions. It also asks the Bureau, if I may quickly summarize the provi- 
sions of section 210, to provide the Congress with information on whom 
the other beneficiaries of the highway program are. In other words, 
Congress has asked the Bureau to give them the information on the 
effect of vehicle size and weight on highway costs, and on whom the 
beneficiaries are of an improved highway program, to serve as a guide 
to the Congress in adjusting, if necessary, the present highway tax 
picture. 

Senator Lauscne. You interpret that to mean, then, that the Bureau 
of Public Roads will have the authority to make a complete study and 
to report whether the different types of vehicles are paying their fair 
proportion of the shares of maintaining and building the highways? 

Mr. Kitxy. That is correct; yes, sir. 

Senator Lauscue. So that the thought suggested by the Director 
of the Bureau of the Budget that a study be made is now being put into 
execution on its own under congressional direction by the Bureau 
of Public Roads? 

Mr. Kirxy. That is not correct in a way, Senator. The Bureau of 
the Budget proposal or statement, as I understood it, was the question 
of general principle as to whether or not the Federal Government, 
when it provides facilities, should not levy special taxes to recover the 
cost of the facilities. 

There is no question in the Federal-Aid Highway Act that it is 
doing precisely that, because all of the money going into the high- 
way program is coming from the trust fund, the sole source of reve- 
nue for the trust fund are these special taxes. The Bureau of Public 
Roads study is to determine—as we see it and interpret section 210; 
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and the Bureau does it the same way, they mention this in their re- 
port—two things: 

First of all, should the Federal Government continue to get all of 
this money from special highway user taxes, or is there not an obliga- 
tion out of perhaps the general fund for the highway program, because 
of the other benefits ? 

The second point is, is this tax program, the features of which I have 
outlined here, a fair tax program and resulting in each class of user 
paying his fair share of highway costs? 

Does that answer your question ? 

Senator Lauscne. I think that answers it. 

Mr. Kirry. Following the request of the Bureau of Public Roads— 
along the lines of your same question—the trucking industry has of- 
fered its full cooperation in the conduct of this section 210 study. We 
hope the study will supply needed information in the field of highway 
cost tax relationship and will aid in laying to rest the ghost of highway 
transportation, as well as truck transportation, subsidy, perhaps once 
and for all. 

The large taxpayments being made by trucks to cover the cost of the 
Federal highway program do not tell the full story of the trucking 
industry’s Federal tax burden. 

As indicated earlier the special taxes being paid by highway users, 
and going into the trust fund to cover the hiiway program, are 
being paid concurrently with other special automotive taxes which 
will not go for highways but will continue to go to the general fund. 
These taxes will approximate $17.4 billion during the life of the high- 
way tax program. 

he trucking industry will pay, and is paying today, a special tax 
of 5 percent on all new equipment, a special tax of 8 percent on parts 
and accessories, and a tax of 6 cents per gallon on lubricating oil. 
These tax payments, amounting to many millions of dollars yearly, 
are over and above the highway tax payments. They are going to 
the Federal Government’s general fund to support general activities. 

With one minor exception, the lubricating oil tax, the railroads 
makes no similar contributions toward the general support of govern- 
ment. ‘Thisis particularly important in light of the competitive trans- 

ortation situation. Both the railroad industry and the trucking in- 

ustry pay Federal income taxes, at the same rates. However, there 
is no special Federal tax on railroad equipment, parts and accessories 
to cover general Government expenditures such as there is on trucks, 
truck trailers, parts and accessories. Thus, any tax differences at the 
Federal level are clearly in favor of the railroad industry and against 
the trucking industry. 

Just as the charge of subsidy against highway transportation, par- 
ticularly truck transportation, is subject to factual refutation at the 
aoe level, so, we believe, it is subject to such refutation at the State 

evel. 

In 1955, the last year for which complete, comparable data are 
available, the Nation’s vehicle owners and operators paid a total of 
$4,025,657,000 to the States in highway-user taxes. This figure does 
not include any Federal or local taxes nor does it include any pay- 
ments for use of toll facilities. 
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During this same period the total cost to the States for construc- 
tion, maintenance, administration, police, and safety on the State- 
administered highway systems was $2,560,262,000. ‘The composition 
of State-administered systems varies from State to State but generally 
they include all State primary highways, secondary highways under 
State control and urban extensions of these systems. Thus, the high- 
Way users paid in special taxes an amount equal to 157 percent of 
the total costs of the State highway systems. 

Some of the highway-user taxes collected by the States are ap- 
plicable to local governmental units. Without getting into specifics 
of the transfers back and forth of State and local moneys it can be 
seen that highway users, including trucks, paid to the States in special 
levies $1,465,395,000 more than was spent on the State systems. In 
addition, local governmental units collected $57 million in highway- 
user taxes of their own. 

Local governmental units spent a total of $2,406 million on roads 
and streets, exclusive of Federal funds and toll facilities, in 1955. 
If the excess of highway-user payments to the States is added to the 
highway-user taxes collected by the local governmental units it can 
be seen that, in addition to meeting the entire State highway costs, 
highway users contributed $1,522,395,000 or 61 percent of local gov- 
ernmental unit expenditures for roads and streets. 

Trucks, which constitute 16 percent of all registered motor vehicles 
paid $1,311,099,000 in State highway-user taxes in 1955. This is 33 
percent of total highway-user payments and 51 percent of the total 
costs of State highways. 

These data, reflecting the magnitude and importance of both total 
hi eee neee taxes and truck taxes hardly support the charge of 
subsidy. 

ee eee truck taxpayments to the States for highway use are 
readily understood when we realize that the State motor-fuel taxes, 
and State registration fees, which are the mainstays of the States’ 
highway-tax structures, both result in increasingly greater taxpay- 
ments from the larger vehicles. Data prepared by the United States 
Bureau of Public Roads on State highway-user taxes paid by different 
motor vehicles show that the average annual State taxpayments of 
a typical large intercity truck combination amount to $2,013 (First 
Progress Report of the Highway Cost Allocation Study, 85th Cong., 
Ist sess, H. Doc. No. 106). The average annual taxpayments of a 
light passenger car amount to $47. In other words, the annual tax- 
payments of a typical truck combination are equivalent to the annual 
payments of 43 passenger cars. Both the passenger car annual pay- 
ment, and that of the truck, are national averages and represent 
variations from State to State. Some of the larger truck combina- 
tions permitted under State law pay as much as $4,300 per year in 
State highway-user taxes. 

The addition of the special Federal highway-user taxes to those 
being paid to the States brings the total average annual taxpayments 
of a typical intercity truck combination to more than $2,800— 
$2,831.34—as compared to annual average taxpayments of approxi- 
mately $67—$66.69—for a passenger car. Thus, the truck is paying 
in total annual taxes the equivalent of the annual taxpayments of 
more than 42 passenger cars. The total annual Federal and State 
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user taxes of the largest permissible truck combinations amounts to 
more than $5,200—$5,202.23. 

We believe these data clearly establish the enormous taxpayments 
being made by the trucking industry to cover its share of highway- 
cost responsibility. Trucks are paying their way on the Nation’s 
highways. There is no free ride or subsidization of truck transporta- 
tion, which is operating under a more than adequate system of State 
and Federal highway-user charges. 

In view of the facts surrounding highway costs and truck tax- 
payments, on what basis does the railroad industry attempt to sustain 
its charge of subsidy or of inadequate highway-user charges ? 

One method to which the railroads have resorted with great fre- 
quency, is to use the ton-mileage of all motor vehicles, passenger cars, 
and trucks, as a common denominator to measure the total responsi- 
bility for all elements of highway costs. This method, known as 
the ton-mile theory, is not new. It has been evaluated and rejected 
as unsound by outstanding students in the field of highway trans- 
portation. 

Among them was the late Federal Coordinator of Transportation, 
Joseph B. Eastman, member of the Interstate Commerce Commission 
for 25 years, Director of Defense Transportation during World 
War II, and generally considered the country’s outstanding transpor- 
tation expert. 

After an exhaustive 6-year study of highway taxation and proposed 
methods of allocating highway costs among different types of motor 
vehicles, Mr. Eastman completely discarded the ton-mile theory as 
unsound. 

The Bureau of Public Roads also rejected it as unsound. The rea- 
son is quite simple. The ton-mile theory is valid only if one condition 
exists and that is that every element of highway cost, that would in- 
clude highway construction, highway maintenance, and highway 
administration, is affected equally by weight of vehicle, and that is 
just not so. An evaluation and analysis of highway costs will show 
that there are many, many items amounting to many, many millions 
of dollars of highway costs that are affected in no way by the weight 
of vehicle or by its size. 

Where vehicle weight does come into play in the highway picture, 
it is primarily and almost solely in the surface. And in the Interstate 
Highway System program, for example, only 24 percent is for surface. 
That is some indication of the extent to which weight is not a factor, 
and therefore of the invalidity of this ton-mile theory through which 
the railroads have attempted to prove their subsidy onions 

When the question of highway taxation is approached on a basis 
which attempts to relate highway costs to the vehicle use, the invalidity 
of this theory is completely shown and the general equity in the exist- 
ing tax structure becomes quite apparent. 

In addition to these charges of subsidy on highway use the railroad 
industry apparently attempts to sustain a charge of competitive in- 
equality by pointing to the costs of providing and maintaining rail- 
road rights-of-way and comparing these with taxes paid by their 
competitors for use of publicly owned facilities. 

Truck transportation is included in this comparison and the rail- 
roads seem to conclude that since truck highway-user taxes are not 
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equal, on a predetermined basis, with railroad right-of-way costs 
there is an element of unfairness. 

The initial fallacy in this comparison is that the trucking industry’s 
taxpayments for the use of the Nation’s highways cannot be evaluated 
in the light of the railroad’s costs for privately owned right-of-way. 
The only criteria of the trucking industry’s taxpayments is whether 
or not they are in line with properly determined highway-cost respon- 
sibility. We believe the trucking industry’s payments are in line with 
this responsibility and the previously submitted data support this 
position. 

Attempts to draw a parallel between the cost of maintaining a pri- 
vately owned facility with taxes paid by others for use of a publicly 
owned facility results in a meaningless and irrelevant comparison. 

Railroad rights-of-way are private properties of which the railroad, 
as owners, have exclusive use with all of the rights and privileges 
usually associated with property ownership. Truck transportation 
uses highways jointly with other motor vehicles and does so under 
various laws and regulations formulated by the several States. This 
naturally entails limitations and restrictions not encountered by the 
railroads in the use of their privately owned facilities. 

Truck operations on the Nation’s highways are conducted under 49 
differing sets of size and weight regulations which act to determine the 
length, height, and width of trucks as well as the loads they may carry. 


In addition, there is a multitude of tax regulatory features affecting 
the movement of interstate truck traffic. 

This literal gridiron of State patterns just mentioned, results in an- 
other fundamental problem of truck transportation which could, but 


will not, be discussed in far greater detail. Farmers, manufacturers, 
and consumers are all hurt by punitive and restrictive taxes on trucks 
of the type known as third-structure taxes; a tax placed on top of the 
basic fuel and license fee taxes. Not only do such taxes result in a 
swollen bureaucracy, but they are often evaded or improperly reported 
because of their complexity. But far worse than these defects is the 
fact that invariably when levied by one State they tend to result in 
border warfare with adjoining States, sometimes to the point of cre- 
ating regional emergencies. The cost of this unnecessary warfare be- 
tween States must be borne by the farmer, manufacturer, and dis- 
tributor and finally exacted from the consumer. The economic impact 
of such border warfare, such balkanizing of America, is compounded 
for agricultural and industrial producers through the loss of markets 
for their products. 

The difficulties the trucking industry has faced, and is facing today, 
in efforts to achieve better motor vehicle reciprocity agreements in 
and among the several States, and to achieve more practical ap- 
proaches to size and weight regulation, are illustrations of problems 
not faced by the railroad industry. In using its privately owned facil- 
ities it encounters difficulties of no such magnitude, and no one expects 
that it should. 

Additional efforts to sustain their charge of tax inequality are made 
by the railroads in their presentation of data purporting to show that 
total tax payments for han I railroads represent a larger percentage 
of gross revenue than is the case for class I motor carriers. 
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What the railroads never mention in presenting such data for con- 
sideration is that the information is taken from entirely different types 
of annual reports; reports which, in turn, are based on entirely differ- 
ent methods of accounting; methods of accounting which, in turn, do 
not reflect, and are not designed to reflect, comparable tax burdens 
or responsibilities. 

Class I railroads and class I motor carriers are required by the In- 
terstate Commerce Commission to submit annual reports covering 
their finances and operations. The reports are based on separate sys- 
tems of accounting prescribed for each group of carriers by the Com- 
mission. The differences in the two accounting systems, plus the in- 
herent differences between the structure and operations of railroads 
and motor carriers, makes the railroad industry’s comparison of data 
ae from the annual reports meaningless for the purpose they 
intend. 

As far as it can be determined, the total Federal, State, and local 
tax accruals of the class I railroads, which amounted to 10.6 percent 
of their total revenue in 1956, is fairly complete. In fact, it is perhaps 
an overstatement. It includes the payments under the Railroad Re- 
tirement Act, and, as one railroad witness indicated before this com- 
mittee, these payments probably could be excluded. If they are re- 
moved, the tax account would then represent 7.4 percent of total oper- 
ating revenue. 

On the other hand, the motor carrier tax account, which amounted 
to 7.1 percent—or 6.0 percent excluding social security—of total reve- 
nue in 1956, is far from complete. The income taxes reported by the 
motor carriers represent corporate income taxes. The taxes paid by 
single proprietorships and partnerships are not included and there 
still are many of these companies in the motor-carrier industry. 

The motor carrier tax account does not provide for the special 
Federal excise taxes paid by motor carriers on new equipment, tires 
and tubes, parts and accessories. The 10 percent Federal tax on new 
trucks and trailers, half of which goes to the highway trust fund and 
half of which goes into the general fund, is not reflected in the motor- 
carrier account. Neither is the 8-percent tax on truck parts and 
accessories which goes to the general fund, nor the special tax on 
truck tires and retread material, which goes to the highway fund. 

Failure of the motor carrier accounting procedure to reflect these 
enormous special tax payments in the tax account means a consider- 
able understatement of the motor carrier tax burden. This is par- 
ticularly important because of the special general fund taxes which 
are not paid by the railroad industry. Additional illustrations of 
differences in the tax data may be given but we believe the foregoing 
are sufficient to indicate that this comparison is completely meaning- 
less. I might add that in the motor-carrier industry there is an 
extensive use of leased facilities, terminals and other properties. 

On these the taxes would naturally be included in the rentals paid 
by motor carriers to the owner of the property. They would not be 
reflected naturally in any tax account of the motor carrier. The point 
here is that these comparisons we believe have no meaning because 
of these vast differences, in the accounting procedures, and the fact 
that the industries are different. Therefore, to make the rough com- 
parison that railroads make, percentage of revenue, has no meaning or 
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application. However, in view of the railroad industry’s basic com- 
plaint it is interesting to note that after removal of payments under 
the Railroad Retirement Act, which one railroad witness indicated 
rhaps should be done, the remaining rail taxes are evenly split 
tween State and local taxes on the one hand and Federal income 
taxes on the other. Together they make up the 7.4 percent mentioned 
above. 

There is no further division of the State and local tax figure but 
resumably it consists primarily of income taxes and property taxes. 
t would seem, therefore, that if the railroad industry is janes. foayi 

of its tax burden it is complaining of owning too much property an 
earning too much money, but these have always been valid reasons 
for anyone paying more taxes. 

If I may summarize briefly : Truck transportation is making more 
than adequate tax payments for its use of the Nation’s highways. 
The special user taxes paid by the trucking industry to all levels of 

overnment is in line with its properly assignable share of these costs. 

rucks, which are less than one-sixth of all motor vehicles, are paying 
more than one-third of all State highway taxes and close to 40 percent 
of the special Federal highway taxes. These payments, levied under 
tax schedules that automatically recognize the greater responsibility 
of the larger vehicles, are resulting in some of the larger types of in- 
tercity trucks paying total annual highway taxes of more than $5,200. 
A typical intercity truck is paying annual taxes, State and Federal, 
equivalent to the annual tax payments, State and Federal, of more 
than 42 passenger cars. 

Special Federal truck highway user taxes, together with those paid 
by other motor vehicles, are providing virtually all of the funds being 
expended by the Federal Government under the new, expanded high- 
way program. State highway user taxes on trucks and other motor 
vehicles are meeting the full cost of all State highway systems and in 
addition are providing more than adequate revenues to meet their 
share of the costs of local roads and streets. 

In addition, the trucking industry is making large payments in 
special Federal taxes on equipment, parts and accessories over and 
ubove the special highway taxes. These taxes, for the general fund 
of Government to support general activities, are not levied against 
the railroad industry which pays no special tax on its equipment, 
parts or accessories. 

The trucking industry, in addition to making its special highway 
user tax payments, is subject to all other taxes applying to industry 
and business generally. Thus, it pays State and local property taxes 
when applicable, as well as State and Federal income taxes. Its ag- 
gregate tax payments in these areas is in line with its responsibility 
as determined by property owned and incomed earned. 

Thank you, Mr. Chairman. 

Senator Smaruers. Thank you, Mr. Kiley. 

Are there any questions ? 

Senator Monroney. You didn’t mention anything about real prop- 
erty owned by the truck lines, their terminals, shops and other real 
property. Do you have any figures showing the comparability of 
ownership of real property in any typical State, for example, if you 
have the Oklahoma figures, compared with the railroad ad valorem 
taxes on real property ? 
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Mr. Kirey. Senator, I mentioned the tax payments to the class I 
motor carriers which are the only ones in the aggregate for which 
we can get data. However, in some States, and your State is one of 
them, it has been possible to assemble fairly complete data on a com- 
parable basis. In Oklahoma the ad valorem tax paid by the railroads 
amounts to about $6 million a year. I believe the ad valorem taxes 
paid by the trucks amounts to approximately $5 million a year. In 
addition to that, of course, in Oklahoma, trucks pay more than $30 
million in their special highway taxes. 

I think the indications are there that the trucks are certainly making 
their property-tax payments more than in line with their responsi- 
bility. 

Senator Monroney. In other words, you pay almost an amount 
equal to the real property taxes with railroads? 

Mr. Kiney. Yes, sir. 

Senator Monronry. While you pay the user tax on the highways, 
the railroads are freed necessarily, completely as they should be, and 
are paying a user tax on their own right-of-way ? 

Mr. Kiney. That is right. 

Senator Monroney. So you are almost equivalent. The United 
States figures you don’t have on a comparable basis ? 

Mr. Kirtey. No, sir; we do not. 

Senator Monroney. Is this assessment of real property tax in addi- 
tion to the road-user tax ? 

Mr. Krrey. In addition to their road-user taxes. 

Senator Monroney. In Oklahoma I think you said it was some 
$30 million ? 

Mr. Kiney. Yes, sir. 

Senator Monroney. One further question. In the relative business 
of traffic movements in Oklahoma, for example, between truck and bus, 
relatively the movements of freight are about the same on a tonnage 
basis; is it not? 

Mr. Kirery. I have not seen actual tonnage data for the State. I 
am not sure what itis. I think you are probably correct. 

Senator Monronry. I have been informed that it is almost 50-50, 
half rail and half truck. 

Do you have any figures on the total relative employment and an- 
nual payrolls between the trucks and railroads in Oklahoma? 

Mr. Kitry. Yes, sir; in Oklahoma the employment of the railroads 
is in the neighborhood of about 11,000, and the truck total employment 
is in the neighborhood of 135,000, 

Senator Monroney. 11,000 railroad, and 135,000 truck? 

Mr. Kirry. Yes,sir. I believe the payroll, the railroad payroll is in 
the neighborhood of $50 million and that of the truck in the neighbor- 
hood of $650 million in Oklahoma. 

Senator Monroney. Do you have that for the Nation ? 

Mr. Kirxy. We have it for State to State. We have it for the 
Nation as a whole. 

Senator Monroney. Will you put that in the record ? 

Mr. Kizey. Yes, sir. 

We have 1955 data on highway costs. 1956 data are becoming avail- 
able. We can present the same data to the committee for 1956 if it 
would like, to bring it up to date. 

Senator Smatusrs. That would be helpful. 
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(The following material was subsequently submitted :) 


AMERICAN TRUCKING ASSOCIATIONS, INC., 
Washington, D. C., March 7, 1958. 
Hon. GrorcE SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 
Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D.C. 


My Dear SENATOR SMATHERS: Following the request of your committee for 
additional information on trucking industry employment and wages we are sub- 
mitting the attached. 

f | Data on trucking industry employment and wages are available for some of the 
i States and a figure for employment is available for the Nation. The attached 
| table shows the States for which information has been obtained. We have in- 

Tt cluded the rail employment in these States as additional information. The na- 

tional employment for the trucking industry is slightly in excess of 7 million, 

but we have not developed payroll data to accompany the total employment. 
Very truly yours, 
EpwWarp V. Kinry. 


Estimated aggregate annual payroll by all types of trucking and comparative 
employment in truck and rail transportation for selected States 
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Senator Smatuers. Senator Lausche ? 
Senator Lauscue. Do you have the figures on Ohio showing the 
relative real-estate taxes paid by the trucking firms and that paid by 
the railroads? 
Mr. Kizey. No, sir; I do not. 
Senator Lauscue. What other States do you have available? 
Mr. Kuxy. There are very few States, sir. Oklahoma is one of the 
; few that has developed that type of information on a complete basis. 
a 


Senator Lauscuer. Do you have any other State except Oklahoma 
present today ? 

Mr. Kitry. No, sir. 

Senator Lauscue. Did you try to get Ohio? 

Mr. Kirry. We have, yes, sir, but they are not complete data. They 
are for some trucklines, but not all trucks. 
. Senator Lauscue. I suppose the heavier the congestion, the more 
frequent the buildings, the higher would be the tax valuation of the 
land. Does that sound right to you? 

Mr. Kizxy. My experience, Senator, with the various State property 
taxes, indicates that there is not a set pattern. It varies greatly from 
State to State. 
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You would be safe in the conclusion, however, that within a State, 
owners of property undoubtedly pay the same tax rate for the property 
owned. To that extent, the magnitude of property taxpayments would 
reflect investment in property equally. But even that could vary. 

Senator Lauscue. Do the figures which you gave cover the real- 
estate taxes? You gave percentages. I can’t quote them. These 
percentages of taxes. 

Mr. Kirry. They do not. They include only the highway-user 
taxes. They do not include any other taxes paid by the trucks or 
the trucklines. 

Senator Lauscus. What items of taxes of the railroads did you 
include? 

Mr. Kier. You are talking about the class I railroads? I am 
SOITY, Sir. 

Senator Lauscuz. What I am trying to do is find out if in the per- 
centage figure which you gave, of the total revenue, are included all of 
the taxes paid respectively by the trucking industry and the railroad 
industry. 

Mr. Gai. I do not believe they are, sir. 

Senator Lauscue. Which ones are omitted ? 

Mr. Kurey. As I indicated, in the case of railroad taxpayment, I do 
not know of any that are omitted. For example, the class I railroad 
taxpayment breaks down in the following manner: State and local 
taxes, 3.7 percent of their revenue. 

Senator Lauscur. Would that include—— 

Mr. Kurxy. That includes, as I understand it, State and local income 
and property taxes. It might include other fees. Ido not know. It is 
not further broken down in the report. 

The motor carrier tax account on the other hand is not complete, 
because it does not include the special Federal excise taxes, both those 
going to the trust fund and those going to the general fund. They 
are not in the motor carrier tax account. That is due to the different 
accounting procedure prescribed by the Interstate Commerce Com- 
mission for the motor carriers. 

Senator Lauscue. I notice on page 14 of your statement that you 
point out the fallacy of trying to make comparisons on factors that 
are not comparable. You say in the third paragraph: 

The initial fallacy in this comparison is that the trucking industry’s taxpay- 
ments for the use of the Nation’s highways canot be evaluated in the light of 
railroads’ cost for privately owned right-of-way. The only criteria of the 
trucking industry’s taxpayment is whether or not they are in line with properly 
determined highway-cost responsibility. 

Do you mean by that that when you consider the taxes paid on the 
Saar ee the trucking industry is placed in a disadvantageous 

ight ¢ 

r. Kizxy. First of all, sir, that statement should have read, “The 
only criteria of the trucking industry’s highway taxpayments is 
whether or not they are in line with properly determined highway 
cost responsibility.” 

I was talking there only about their highway taxes, not about their 
total taxes. 

Senator Lauscue. I don’t quite clearly understand this part of your 
statement. 
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Mr. Kutxy. Here, sir, is what I was attempting to do. The rail- 
road industry has maintained that there is a tax inequality or a 
preferential treatment because the highway-user taxpayment per mile 
paid by trucks is not equal to their costs per mile of providing and 
maintaining their own right-of-way. Therefore, they say there is 
something wrong. 

I was attempting to show here that the trucking industry’s taxpay- 
ment per mile cannot be evaluated in the light of what it may happen 
to cost the railroads. It can be evaluated only in the light of what is 
the truck industry’s true cost responsibility per mile of use. 

Senator Lauscnue. You quoted Mr. Eastman and Mr. MacDonald 
and on what you called the 

Mr. Kirey. I quoted them on the ton-mile theory. 

Senator Lauscure. You would include that in the third structure? 

Mr. Kizey. No, sir. The ton-mile theory is a method of arriving 
at the total amount of money that a group of vehicles should pay for 
highway use. How you collect that money is another issue. 

Senator Lauscur. My understanding has been that the first struc- 
ture was the initial one in which you paid a certain amount of money 
for a license; the second structure was when more money was needed 
and a tax was imposed on the fuel; and the third structure was the 
tax imposed to proportionately impose the burden on users of the 
highways. Do you understand that to be correct ? 

Mr. Kirry. No, sir. 

Senator Lauscue. Will you correct me? 

Mr. Katey. We regard the two-structure tax system consisting of a 
registration fee, a graduated registration fee, and the fuel tax, to be 
the basic tax structure. We believe that under that basic tax struc- 
ture, within the fuel tax and within the registration fee, the proper 
highway tax responsibility of vehicle groups can be recovered. 

We do not believe the third-structure taxes are necessary to result 
in that equitable payment. We think the two-structure taxes can 
serve the need. 

gaa Lauscue. What do you construe the third-structure tax 
to be ¢ 

Mr. Kirzy. We construe the third-structure tax to be any revenue 
tax that goes beyond those two taxes; the New York ton-mile tux is 
one, for example; the Ohio axle tax is another. 

Senator Lauscue. Then the ton-mile is in the third structure, ac- 
cording to your definition ? 

Mr. Kinzy. Yes. 

Senator Lauscuz. Do you know that 48 governors, assembled at 
Gatlinburg in 1950, unanimously adopted a resolution declaring to 
the governors that a third-structure tax was the type to be adopted in 
order to proportionately distribute the burden of maintaining and 
building highways! 

Mr. Kirey. I am aware of the resolution they adopted, Senator. 

Senator Lauscug. Do you understand that 48 governors—and as 
I recall, 4 governors of the Territories—unanimously recommended 
the distribution of the burden of building highway through a third- 
structure tax / 

Mr. Kirey. What is your question? Am I aware of that? 
Senator Lauscue. Do you understand that to be the fact ? 
















PROBLEMS OF THE RAILROADS 963 


Mr. Kutxy. I am aware of that fact; yes, sir. But I think also we 
must remember that they were concerned with methods of seeing that 
each of the States gets its fairly assigned share of highway taxes pro- 
portionate with the use made of its highways by various vehicles, par- 
ticularly trucks. 

The trucking industry has gone on record with a plan by which, 
through the registration fee and the fuel taxes, tliat that same end 
can be accomplished, and it is being accomplished in many of the 
States. 

And I must say, sir, that despite the recommendation that was 
made, the fact remains that the vast majority of States continue to 
do it through the basic two-structure tax system. 

Senator Lauscur. New York adopted the recommendation; that is 
correct, isn’t it ? 

Mr. Kitry. They adopted ton-mile tax several years ago. 

Senator Lauscue. And Ohio adopted it. 

Mr. Kitey. They adopted the axle tax. 

Senator Lauscue. They both adopted it after 1950? 

Mr. Kirey. I believe you are correct; yes, sir. 

Senator Lauscnr. And Oregon adopted it ? 

Mr. Kirey. Prior to 1950. The Oregon tax has been in existence 
much longer than that. 

Senator Lauscur. Did Colorado adopt it or not? 

Mr. Kirey. Colorado has a ton-mile tax. But they are only four. 

Senator Lauscue. One more question. 

Are you able to give the tax levy that was proposed in the 1956 
highway program, compared to the figures that were finally adopted 
by the Congress ? 

I understand that the original bill contained one formula, and then 
when the bill was passed that formula was changed and the burden 
that was intended to be put on the truckers was substantially reduced. 

Mr. Kury. If you are comparing, sir, the final enactment of the 
highway bill 

Senator Lauscur. I am. 

Mr. Krry (continuing). With, for example, what the railroads 
proposed, it certainly was changed drastically. Their tax proposal 
was enormous, bordering on the fantastic. 

The trucking industry’s position taken before Congress was that 
equity could be achieved by an across-the-board tax increase to pro- 
vide for the highway program. That is essentially what Congress 
did. There was essentially no change in that program. There cer- 
tainly was a change from what the railroad industry had proposed; 
yes, sir, a tremendous change. 

Senator Lauscue. I understand the rubber industry opposed the 
original program because of the excess that was placed on tires. 

Mr. Kirry. They did oppose an enormous tire tax, which, of course, 
the trucking industry would have paid. 

Senator Dacaricans: Are there any questions? If not, thank you 
very much, Mr. Kiley, for your testimony. 
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(Material subsequently received and requested to be inserted at this 
point follows.) 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., March 20, 1958. 
Hon. GreoreE A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 
Committee on Interstate and Fureign Commerce, United States Senate, 


DeaR Mr. CHAIRMAN: I am enclosing an analysis of the statement and testi- 
mony before the Subcommittee on Surface Transportation of the Senate Com- 
mittee on Interstate and Foreign Commerce by Mr. Edward V. Kiley, on behalf 
of the American Trucking Associations, Inc., on February 18, 1958. 

This analysis has been prepared as information for members of the subcom- 
mittee and I hope may be included in the record of these hearings. 

Yours truly, 


DANIEL P. LoomMIs. 


ANALYSIS OF STATEMENT BY AMERICAN TRUCKING ASSOCIATIONS ON 
Suspsipy TO HEAvy TRUCKS 


Appearing at hearings on February 18, 1958, before the Subcommittee on Sur- 
face Transportation of the Senate Committee on Interstate and Foreign Com- 
merce, Mr. Edward V. Kiley, on behalf of the American Trucking Associations, 
Inc., testified to the effect that the heavy commercial truck is paying more than 
its fair share of highway costs. The subcommittee as well as others could be 
misled by the deficient statistics selected in an attempt to substantiate this 
position. 

We shall not undertake here to analyze every misleading statistical arrange- 
ment and interpretation offered for the purpose of lending plausibility to the 
contention that the heavy trucking industry pays more than its fair share of 
highway costs; nor will we undertake to repeat our testimony presented during 
the hearings on the Highway Act of 1956 which pointed out that the heavy 
trucks fall far short of meeting their highway cost responsibilities. We will 
only flag some of the major fallacies that when taken properly into account 
lead to very different conclusions from those intended by the heavy trucking 
industry. 

Running throughout the statistical demonstration are references to “trucks” 
in the aggregate, including the large numbers of farm trucks and the multitude 
of light commercial vehicles used in sundry local service operations of the milk- 
man, the druggist, the plumber, the florist and many, many others familiar 
to all of us. 

Lumped all together in this undifferentiated way, the total trucks registered 
in 1956 numbered 10,625,536 according to the United States Bureau of Public 
Roads, and they represented about 16 percent of all motor vehicles of every 
kind and description. But what about the small number of large combination 
vehicles used in over-the-road transportation of intercity freight? According to 
the latest information published by the Bureau of Public Roads (Public Roads, 
February 1958), the total number of combination vehicles of the type commonly 
used in intercity freight service was 518,000 in 1954, and it is estimated that these 
may have increased to approximately 600,000 since then. It is these vehicles, 
and only these vehicles, which receive big subsidies through highway financing 
methods employed by the Federal Government and most States. 

The American Automobile Association says in this respect: “Heavy trucks are 
not now paying an equitable share of Federal-aid highway costs, and adjust- 
ments in the Federal tax structure should be made so that this class of vehicle 
more nearly meets its fiscal responsibilities.” 

To serve its purpose, the heavy commercial trucking industry has frequently 
sought to hide itself statistically within the great aggregate of motor vehicles 
described as trucks, particularly when seeking thereby to lose its own identity 
and to avoid the responsibilities of its own special characteristics. The rail- 
roads have always sought to make valid distinctions regarding essentially dif- 
ferent kinds of “trucks” and it has been our consistent position, which we believe 
to be sound, that the large numbers of ordinary small farm and commercial 
“trucks” pay more than their proper relative share of highway costs as com- 
pared with the large and heavy vehicles engaged in intercity freight operations. 
In this respect the sundry small “trucks” properly belong in the same light-vehicle 
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category with automobiles, not with the large and heavy combination vehicles 
engaged in intercity freight operations. 

When the American Trucking Associations does make illustrative reference 
to highway user charges paid by a large freight vehicle it overreaches by rep- 
resenting as typical a vehicle which is not typical, in this way giving an exag- 
gerated impression as to the amount of such payments. For example, it is 
stated that ‘a typical large intercity truck * * * is paying annual special Fed- 
eral highway taxes totaling more than $800 ($818.34), according to data devel- 
oped by the United States Bureau of Public Roads and submitted to the Con- 
gress in March of this year.” The report referred to, which was submitted to 
the Congress last year,’ shows the following highway trust fund payments for 
selected combination vehicles : 


3-axle tractor-semitrailer (gasoline) 

4-axle tractor-semitrailer (gasoline) 

4-axle tractor-semitrailer (diesel) 

5-axle tractor-semitrailer (diesel) 

5-axle tractor-semitrailer and full trailer (diesel) 


For its “typical” combination vehicle the American Trucking Associations chose 
a 5-axle tractor-semitrailer, diesel-powered, which it said is paying annually 
$818.34. That vehicle selected by the American Trucking Associations is not 
“typical” is shown by the following data also published by the United States 
Bureau of Public Roads (Public Roads, December 1957, p. 259) with respect 
to the total vehicle-miles traveled in the year 1956 on main rural roads by dif- 
ferent types of heavy trucking combinations: 





Vehicle type Millions of ve- | Percent of total 
hicle-miles 





4-axle_____. 
5-axle or more 
Truck and trailer combinations: 
oo SRR eee 


100. 





It is evident at a glance that the vehicle selected by the American Trucking 
Associations is not “typical,” as alleged, since all vehicle combinations with 5 
or more axles accounted for less than 15 percent of the total heavy vehicle-miles 
of operation. Considering the facts noted above, $600 would be a liberal estimate 
of the Federal user taxes paid annually by a typical large intercity truck com- 
bination, rather than the greatly overstated $818.34 figure given in the statement 
by the trucking industry. 

All of their statistical demonstrations were intended to show, as the witness at 
the hearing stated, that heavy trucks are paying “more than their fair share 
of highway costs” at the Federal level. Aside from statistical deficiencies of 
the sort already noted, it should be emphasized that all except one of the high- 
way-fund taxes are the “across-the-board” type which the heavy trucking indus- 
try so vigorously sponsored when the Federal highway program was being con- 
sidered in 1955 and 1956. The reason is that these “across-the-board levies are 
known to bear much more heavily on automobiles and similar light vehicles than 
on the heavy combination freight vehicles, mileage and weight of vehicles con- 
sidered. The lone exception to “across-the-board” taxes among the highway- 
fund taxes is the special gross weight tax on trucks weighing over 26,000 pounds 
and it is significant that this tax amounts to only $75 a year for a 4-axle tractor- 
semitrailer combination. Considering all of the taxes going into the highway 
trust fund, a 4-axle tractor-semitrailer combination with a gross weight of 30 
tons and traveling 50,000 miles a year is paying only one twenty-fifth of 1 cent 
per ton-mile, whereas the average motorist is paying about three times as much 
per ton-mile for operating his automobile. 


jan pees Report of the Highway Cost Allocation Study (H. Doc. No. 106, March 
957, p. 36). 


21278—58—pt. 2——-15 
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This brings us to consider some other statistical figures given in the statement 
by the witness for the American Trucking Associations indicating that a selected 
type of heavy combination vehicle pays 41 times or 42 times as much annually 
into the highway trust fund as does a passenger car. Leaving aside for now 
the statistical deficiencies previously discussed, this kind of comparison is like 
asserting, for example, that the taxes paid by a large metropolitan hotel must be 
fully adequate, or even excessive, because they are so many times greater than 
the taxes paid by a small rooming house. Obviously, it is utterly impossible to 
resolve the question in any such superficial manner as this. However, it is 
this kind of statistical comparison and reasoning that is offered as proof that the 
heavy trucking industry pays more than its full share of highway costs. This is 
not a new approach, although it may not be as familiar to the subcommittee as 
to the legislatures and motor-vehicle tax authorities of the States. 

As it has often done before, the American Trucking Associations shies away 
from what it calls the ton-mile theory of apportioning highway cost responsibility 
among vehicle classes on the basis of weight and mileage factors of highway use. 
The witness for the heavy trucking industry gave as “the primary reason for 
its rejection as a suitable measure of highway tax responsibility is that all high- 
way costs are not directly affected by vehicle weight.’ Of course they are not. 
A complete determination of all the special or incremental costs of highways at- 
tributable to the large and heavy vehicles would have to account for those 
attributable to highway geometric and capacity factors as well as weight factors, 
and also to the operating characteristics of such vehicles. But this does not indi- 
eate that the ton-mile or weight-distance apportionment of highway costs is 
excessive in application to the large and heavy vehicles. If anything, it sug- 
gests that a ton-mile apportionment of costs is a reasonable minimum measure of 
cost responsibility for the large and heavy vehicles, and might very well be 
greater if all the special cost requirements of the large and heavy vehicles could 
be isolated and separately accounted for. 

The American Automobile Association, with reference to special State taxes 
for heavy trucks, recommends as follows: “In the interest of equity, AAA urges 
a third form of tax on heavier commercial vehicles. This tax should give proper 
consideration to weight and distance factors. It should be required that all 
such (third form) tax receipts be used only for highway purposes.” 

The heavy trucking industry continues to oppose what it calls third-structure 
taxes based on weight and mileage factors of highway use, their witness stating 
the industry preference for only two kinds of highway charges—fuel taxes and 
registration fees. Actually they have opposed special charges of every kind on 
large and heavy vehicles, as evidenced by their opposition to graduated regis- 
tration fees in the States and by their determined efforts to prevent the inclusion 
of any special charge on large and heavy trucks in the tax provisions for financing 
the Federal highway program. By their own statements of record, they favor 
only “across-the-board” levies which by their very nature transfer to automobiles 
and other light vehicles costs which the large and heavy vehicles should pay. 
This was noted, for example, in the report in 1953 of the New York State legisla- 
tive committee as follows: 

“* * * The great need and pressing demand for extraordinary highways stem 
from the costly requirements of rapidly increasing numbers and mileage of heavy 
commercial vehicles * * *, 

“The highway transportation industry * * * has consistently resisted nearly 
every conceivable type of highway taxation, although it hypothetically and 
piously continues to assert a willingness to pay increased taxes if they are 
‘equitable.’ Almost invariably this means some other tax than the one or the 
ones under consideration. The sole tax the industry has supported in any de- 
gree is the gas tax, since the major share of this tax would be paid by passenger 
cars and light vehicles * * *.” 

And a similar committee reporting to the New York State Legislature in 1955 
further said: 

“Thus we find that, under the auspicies of a parent organization, simultaneously 
they fight the weight distance tax in New York, gross receipts taxes in Virginia, 
registration fees in Illinois, axle-mile taxes in Ohio and ton-mile taxes in Kansas. 
In one breath they assail the use of averages in formulating ‘arbitrary’ charges 
that are easy to collect and administer, and in the next they contend self-assessed 
tax methods geared to the actual operation of the vehicle are impractical and 
costly because ‘there is a constant game of cops and robbers.’ ” 
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In its appearance before the subcommittee the American Trucking Associations 
concluded its presentation of statistical figures with the statement that they 
“clearly establish” that trucks are paying their way on the Nation’s highways. 
From the infirmities we have pointed out in this brief analysis, we do not think 
they have established even remotely that heavy vehicles are paying their way. 

Up to this point we have referred principally to statistics submitted by the 
witness for the American Trucking Associations with respect to tax payments 
under the Federal highway program. Since the infirmities already cited run 
through their statistical representations regarding State highway expenditures 
and user taxes, also, it is not necessary to cover the same ground again. However, 
there are certain additional features of this part of the heavy trucking industry’s 
statistical presentation that should be especially noted. 

The witness for the American Trucking Associations stated that “trucks” pay 
51 percent of the total costs of State administered highway systems. If this 
figure means anything it would seem to indicate that the heavy trucking industry 
believes that its responsibility ends when its tax payments are credited against 
the costs of principal highways used in its operations, for it is silent about re- 
sponsibilities toward local roads and streets. Ignoring the fact that other high- 
way user groups are also paying full user charges on local roads and streets, the 
over-the-road freight haulers expect those who operate mostly on local roads 
and streets to pay in full for them and at the same time contribute far out of 
proportion to relative use for highways upon which the heavy trucks accumulate 
most of their mileage. 

In other respects, also, the heavy trucking industry by its statistics fails to 
give a complete and balanced picture of highway finance by the States and their 
subdivisions. For example, it cites $4,025,657,000 of motor vehicle user taxes 
paid to the States in 1955 and compares this with a total cost of $2,560,262,000 
to the States for construction, maintenance, administration, police and safety on 
the State administered highway systems, in this way leaving the impression that 
“the highway users paid in special taxes an amount equal to 157 percent of the 
total costs of the State highway systems.”’ 

It is not mentioned that these State administered highways consist of only 
661,519 miles, whereas the user charges were collected from vehicle operations on 
all roads and streets which total 3,418,214 miles. Total expenditures in 1955 
for all the 3,418,214 miles of highways, roads and streets were $7,295 million. 
Receipts, also according to the Bureau of Public Roads, came from various sources 
in the following amounts: 


Federal funds 

Highway user imposts 

Toll receipts 

Property taxes and general revenues 
Bond proceeds 

Miscellaneous 


Thus it can readily be seen that highway users did not pay for all costs of 
highways, roads and streets. 

Neither did the statement point out that much of the user taxes paid by the 
light vehicles, in particular, accrue from travel not on the 661,519 miles of 
State administered highways but on the 2,756,695 miles of local roads, streets 
and highways not administered by the States. No mention is made that the 
taxes paid for the use of these 2,756,695 miles, mostly by the lighter vehicles, 
contribute handsomely to the construction, maintenance and administration 
costs of the main highways where the heavy over-the-road freight vehicles ac- 
cumulate about three-fourths of their annual mileage. 

The witness for the heavy trucking industry at the hearing gave passing men- 
tion to property taxes, suggesting that if the railroads have a property tax burden 
it is because they own “too much property.” This strikes us as a strange state- 
ment to be coming from an industry which largely escapes property taxation 
because it operates on public rights-of-way which go untaxed. 

At another point in his testimony the witness for the heavy trucking industry 
Stated without giving any support that “he believes” trucks in Oklahoma pay 
approximaetly $5 million a year in ad valorem taxes. The Bureau of Publie 
Roads reports that there are no personal property taxes on trucks in Oklahoma. 
Presumably, then, this amount would represent taxes paid only on real property 
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such as terminals, garages, etc. But this is obviously questionable since Class I 

intercity motor common carriers of general freight reported to the Interstate 

Commerce Commission that they made total payments of both real and personal 

property taxes of only $7,300,000 in 1956 to all 48 States and the District of 
umbia. 

The witness for the American Trucking Associations also stated at the hearing 
that “truck total employment” is about 135,000 in Oklahoma. Here again, as 
in other instances, he did not point out that such a figure relates to those who 
drive and service all kinds of “trucks,” large and small, not just to those em- 
ployed in the business of heavy trucking. In this connection, the United States 
Department of Labor (“Employment and Earnings,” June 1957) reports that 
total employment in “trucking and warehousing” combined was 807,500 for the 
whole United States in 1956. This total covers both local and long-distance 
trucking for hire, draying services, the operation of fixed facilities for highway 
freight transportation, and a variety of storage operations, but not delivery 
departments by business concerns for their own use. 

We could call your attention to many other statistical misinterpretations and 
confusions contained in the statement by the witness for the American Trucking 
Associations, referring to general excise taxes, highway user taxes, employment 
in the trucking industry and many other subjects touched upon, but we believe 
the distortions cited will be sufficient to indicate to the subcommittee that the 
statement as a whole cannot be relied upon to throw any light on these matters. 


We have as our next witness Mr. J. V. Lawrence, the managing 
director of the ATA. 


STATEMENT OF JOHN V. LAWRENCE, MANAGING DIRECTOR, 
AMERICAN TRUCKING ASSOCIATIONS, INC. 


Mr. Lawrence. I am John V. Lawrence, managing director of the 
American Trucking Association, with offices at 1424 16th Street NW., 


Washington, D. C. 
I should like to start my testimony by quoting from a statement 
made previously before this committee: 


A considerable amount of the testimony that has been presented so far by 
rail witnesses has the appearance of treating transportation as something 
static—a sort of pie of set dimensions of which each form of transportation is 
entitled to only a definite slice. Some of the witnesses appear to feel that if one 
form should go out and bake a new pie, by developing new traffic, or by giving 
better service and increasing a particular movement, that it is unfair and that 
they should have a share of that themselves comparable to their slice in the 
first pie. 

Our Nation is not static. It is dynamic in its expanding economy. Transpor- 
tation, to serve the Nation adequately, cannot be static in any respect. It must 
be dynamic in every phase of its operations, and particularly in its thinking. 

The trucking industry is not static nor rigid. It is a flexible medium that 
is adaptable to the changing needs of a dynamic economy. It is dynamic like 
our Nation itself. It has been an impelling factor in our Nation’s growth be- 
cause it has been ever ready to satisfy a particular demand as it came into 
existence. It points to the past only as a means of measuring the present. It 
points to the present as a means of showing its capabilities and it points to the 
future to indicate the services that it can and will perform in the years to come. 


I believe in that, Mr. Chairman, because I am quoting from myself 
in a statement made before a special subcommittee of Senator Reed, 
of Kansas, Senator Bricker, of Ohio, and the late Senator Myers, of 
Pennsylvania, on June 6, 1950, when the committee was engaged in 
hearings on S. 50 of the 81st Congress. 

I believe they are as pertinent today as they were in 1950. They 
met have been my opening remarks today without the quotation 
marks. 
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It is my belief, if I may be permitted to say so, and it is the belief 
of many members of our industry, that one of the most disturbing 
things in our economic picture is the impression, not without some 
justification, of continuing warfare in transportation. Not only is 
this constant controversy heriatal to the interests of those engaged 
in it, but more importantly it is fraught with danger to this country. 

I should like, in summary, and as the final witness for the American 
Trucking Associations, Inc., to clarify this pent for the committee, by 
offering you a comment on the basic attitude of the trucking industry. 

It is our fundamental belief that this country needs and must have 
the particular and special services of each form of transportation and 
that to offer these services, each branch of transport must be sound 
and healthy. Moreover, we are certain that the play of economic 
forces will eventually create a situation in which each form of trans- 
portation finds itself primarily performing that service to shippers 
and receivers which it does best, all factors considered. 

We are, in fact, moving rapidly toward that situation. In the 
course of reaching such a realistic economic objective there are bound 
to be some difficulties. As a member of the household of transporta- 
tion we have them and other carriers have them. 

At this hearing, we have tried to explore the areas of agreement 
between ourselves and the railroads on transportation problems. I 
suspect that the public generally, and ssibly the members of this 
committee, were somewhat surprised to learn, through our testimony, 
the extent of the areas of agreement. 

I think our witnesses have made it clear that we do not quarrel with 
our railroad brethren on many of their proposals. Our fundamental 
approach is a simple one: We do not believe that the railroads are in 
any trouble in the hauling of freight, beyond the normal interplay 
of competition—and freight is the only branch of transportation in 
which they compete with the trucking industry. 

We are confident that even a casual look at the individual railroads 
will reveal, in essence, that those with heavy passenger and commuter 
business are the ones having special problems. Those who concen- 
trate on that hauling job which the railroads do best, are in financial 
condition comparing very favorably with other lines of business. Mr. 
Rutland introduced into the record the fact reported by Business 
Week early this month, that 19 of the 47 actively traded railroad 
stocks on the New York Stock Exchange are rated by Standard & 
Poor’s as above average and 10 of these are markedly superior stocks 
in a rating based on earnings, and dividend stability and growth. 

It is our basic contention, and we think the soundness of it is unim- 
peachable, that the Congress should not take any action which will 
attempt to shore up weaker railroads suffering heavy passenger losses, 
if such action will inflict heavy and perhaps fatal damage on. the 
freight competitors of the railroads. 

Three of the railroads’ proposals would unquestionably harm the 
independent motor carriers to such an extent that their service to the 
Nation’s agriculture and industry would be put in absolute jeopardy. 

I should like to mention these three at the outset, before remindin 
the committee of the rather surprising—to some people—extent o 
those matters in which we are in agreement. 

The first of these railroad proposals which we have opposed in this 
hearing, and which we shall continue to oppose, is that which would 
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grant relief from certain regulatory controls by the Interstate Com- 
merce Commission in the area of common carrier rates. These are 
known as the three shall-nots. Our witnesses have made clear that 
this proposal would have a most devastating effect upon large seg- 
ments of the economy of this country. 

Secondly, two witnesses have testified detailing for you the reasons 
for our opposition to proposed changes in the Interstate Commerce 
Act which would allow railroads to own and operate unrestricted 
motor carrier companies. These witnesses conclusively showed that 
such a move would eliminate competition, stifle progress in transpor- 
tation, and would eventually take away vital traffic from the railroads 
themselves. 

In that connection, I would like to comment again, sort of from 
memory, quote from myself from a hearing way back a dozen or more 
years ago on the House side. This same question of integration was 
up there. I pointed out there, just as I say today, that naturally car- 
rier witnesses who come here, who have taken years to build busi- 
nesses, are not too delighted with the vista of competition from tre- 
mendously strong financial houses, institutions like the railroads, and 
none of us would be. But I think there is a public interest far greater 
than that. 

I heard the then Senator from Missouri, later President Truman, 
that night in Baltimore, whose speech was quoted from by both Mr. 
Pinkney and Mr. Davidson. At least at one point he departed from 
the written speech that was later printed in the Congressional Record 
and ad libbed. 

I recall that at one point he told of his grandfather having been 
once in the trucking business, hauling freight from Independence, 
Mo. to Denver by mule teams. His grandfather had migrated from 
Virginia to Independence about the time of the California gold rush. 
Grandpa had not gone on to California, but had stayed at Independ- 
ence and made a little money in this truck business by mule team. 

Mr. Truman said that it would have been great if his grandfather, 
by supplying the original service, could have established a vested 
right and held out against any displacement by the railroads. That 
would have been great for the Trumans, he said. But he went on to 
say that the railroads came through and that was good for the country 
and grandpa went out of business. 

Mr. Rutland in his remarks yesterday mentioned a named-train that 
hauled automobile parts and accessories from Detroit to Atlanta at 
passenger-train speed. He stated other carriers could not compete be- 
cause this train took the business on service rendered. 

In 1935 and for years prior thereto, freight was handled on rail- 
roads by trains that were known as drags. There was no rush. When 
enough loaded cars accumulated, a locomotive was hooked on and the 
train went down the line, giving the right-of-way on every occasion 
to passenger trains. 

n 1935, the Illinois Centra] put into service the first named, high 
Yom merchandise freight train in this country, the MS-1, between 
hicago and Memphis. Technical knowledge had been there. In the 


early 1900’s a train near Buffalo had made a sustained speed run of 
well over 100 miles _ hour. To give the benefit of that technical 


know-how to the public about 30 years later took competition in the 
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passenger field from buses and airplanes, and, in the freight field, 
from trucks. 

So the Illinois Central, without going out and spending a lot of 
money, instead used ingenuity. With equipment laying around, they 
pales together some high boiler powered mountain locomotives 

nocked off their driving wheels and running rigs and substituted 
those of heavy duty passenger locomotives. They knocked the bodies 
off some obsolete passenger cars and built on boxcar bodies. Then they 
started the MS-1, a 35-car train out of Chicago for Memphis, receiving 
freight up to 7:20 p.m. fora 7:45 p.m. departure. To save time the 
manifest clerks rode in an extra caboose, handling the paperwork all 
the way to Memphis. They made Memphis next morning, running 
on the same time schedule as the Panama Limited, crack passenger 
train of the railroad. 

For several years the trucks had practically all of the merchandise 
traffic between Chicago and Memphis. They picked up late in the 
day and delivered on the second morning. The railroads were lucky 
to make it the fifth morning. But with the new MS-1, a homemade, 
high-speed contraption, the Illinois Central grabbed practically all of 
the business. The service was later extended to New Orleans. 

Other fast merchandise trains were built all over the country. 
Notable among these were the Jersey City Flyer of the Baltimore & 
Ohio (Pittsburgh to Jersey City), the Pacemaker of the New York 
Central, trains Nos. 69 and 70 of the Southern Pacific between Los 
Angeles and San Francisco, and many others. 

In 1940 the Association of American Railroads boasted with pride, 
and naturally they should, that they had those trains running, con- 
necting every major city of the United States. That was our com- 
petition that forced it. That is why we feel so strongly on the subject. 
We think it is in the public interest to maintain independent modes 
of transportation in this country. 

Our third point of opposition was to the charge, made time and time 
again, that this industry is subsidized to the detriment of our railroad 
competitors. Our witness has shown that far from being subsidized, 
we are contributing more than our fair share toward the construction 
and maintenance of the highways of this country. 

Witnesses have also favored another legislative change which was 
touched upon only briefly by the witnesses for the railroads. This 
industry has long sought the repeal of the portion of section 22 of the 
Interstate Commerce Act which provides for free or reduced rates 
for the Government, Federal, State, or local. We have again pre- 
sented testimony to you on this point, as we feel that the committee 
may desire to take action at least to the extent of repealing this phrase 
as it applies to local and State governments. 

Tam certain that members of this committee will be deeply interested 
in something which has been called to my attention. This points up 
the areas of agreement. 

I should like to call to the attention of the committee an interview 
published in the New York Journal of Commerce on February 5 of this 
year, a copy of which I should like to introduce into the record. It is 
the report of an interview between Arthur B. Shenefelt, an experi- 
enced, and competent reporter and one of the most highly regarded 
transportation newsmen in the whole field—and Mr. Daniel P. Loomis, 
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president of the Association of American Railroads, the spokesman 
for the railroad industry. ; 

Since its publication, there has not been, so far as I can determine, 
any disavowal or criticism of the interview as to fact or opinion, by 
Mr. Loomis or anyone else. 

The headline of the story reads, “Rails To Seek Tax Aid, Curb on 
Trucking.” 

I halt vend to you only the word-for-word opening paragraphs of 
the story which set the tone for the whole story and which make the 
point I think the committee should like to have, in the event they have 
not seen the interview. 


Rail industry leasers— 
says Mr. Shenefelt— 


are putting final touches on four major legislative aims dealing primarily with 
taxes and regulation, which are regarded as having the best chances of prompt 
passage by Congress. 

The measures would— 

1. Grant tax aids to railroads for equipment modernization. 

2. Repeal transportation taxes. 

8. Extend regulation over products of agriculture moving in interstate 
commerce. 

4. Stiffen requirements for certain private truck operators. 

Senator Lauscur. Who is Mr. Shenefelt ? 

Mr. Lawrence. Mr. Shenefelt is the staff writer, I believe, for the 
New York Journal of Commerce. 

Now, I should like to comment on those four proposals of the rail- 
roads, which apparently are the measures which they most earnestly 
advocate as productive of relief for them. The rest of the story 
indeed depicts their other representations and proposals to this com- 
mittee as items with a more remote prospect for action by the Congress. 

We do not find ourselves in any opposition whatever to two of these 
proposals, repeal of the transportation tax, both freight and passenger, 
and reexamination of the agricultural exemption. We have so testi- 
fied. We do not find ourselves in opposition in principle to the fourth 
proposal, which we take to mean the elimination of. illegal for-hire 
carriage conducted by those masquerading as private carriers. We do 
not support the first proposal, but we would comment that if this 
relief is extended by the Congress to the railroads, it should be broad- 
ened to include all types of public transportation. 

So, despite a great volume of railroad testimony and a great variety 
of plans i individual railroad spokesmen who were not always in 
agreement with each other, it seems that what the railroads tell the 
public is that they are really asking this Congress for these four pro- 
posals. 

Now there came to my hand this morning, and I took a bit of time 
during the noon hour to read it, a case just decided yesterday—I read 
it in the Daily Traffic World—by the ICC, a split decision in which 
the catendnd exemption under the agricultural exemption to green 
coffee beans, cocoa beans, to tea, and to salt-cured cucumbers. 

The first three of those products are not produced in any quantity 
to speak of at all in this country. 

I might say that it is interesting to note just a couple of paragraphs 
out of the decision, and I am quoting from the majority opinion. I 
would commend to the committee that there be available to it for 
study, this case, which is the first supplemental report in MCC-968. 
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They said : 


We have no doubt that the American farmer only was in the minds of Congress 
when this section was adopted, and on principle we know of no reason why 
uniformity of regulation of motor carriers should be disrupted in the interest of 
any one group of foreign citizens. 

On the other hand, the courts have repeatedly forced upon this Commission 
a construction of this exemption far more liberal and more destructive of motor- 
carrier regulation generally than anything which we think the Congress intended. 
In the face of these decisions it would be futile for us at this time to ignore the 
fact that regardless of what it had in mind, it did not place any limitation on 
section 203 (b) (6) in this respect, although certain limitations were imposed 
in other subsections of section 208 (b). 


The quotations given are from the majority opinion. I particularly 
commend to the committee for its study the dissent of Commissioner 
Arpaia, concurred in by Commissioner Hutchinson. 

his is a very statesmanlike document, and I think it would be very 
helpful to the committee in understanding this problem. 

(The document referred to follows :) 


{From Journal of Commerce, February 5, 1958] 


Ratrts To Seek Tax Arp, Curs oN TrucKrinc—Drart Four Proposats THEY THINK 
Stanp Best CHANCE oF Fast AcTION 


(By Arthur B. Shenefelt) 


Rail industry leaders are putting final touches on four major legislative aims 
dealing primarily with taxes and regulation which are regarded as having the 
best chances of prompt passage by Congress. 

The measures would— 

1. Grant tax aids to railroads for equipment modernization. 

2. Repeal transportation taxes. 

3. Extend regulation over products of agriculture moving in interstate 
commerce. 

4. Stiffen requirements for certain private truck operators. 


FORESEE LESS OPPOSITION 


Rail-industry spokesmen think these four categories of legislative proposals 
face lessened opposition—more chance for passage in the present session of Con- 
gress than a number of other proposals they as heartily seek but with less hope 
for immediate approval. 

And they are preparing to push the four measures, because they think a favor- 
able climate exists as a direct result of rail testimony offered before a Trans- 
portation Subcommittee of the Senate Interstate and Foreign Commerce Com- 
mittee. 

Daniel P. Loomis, president of the Association of American Railroads, reviewed 
the proposals in an interview with the Journal of Commerce. 


TAX AID FOR EQUIPMENT 


1. Tax aids for rail equipment buying and capital improvements. 

Drafts of bills authorizing a tax deductible, revolving 5-year “construction 
reserve fund” are being hurried forward and will be placed before Congress 
“very quickly,” Mr. Loomis said. 

The executive first disclosed this form of a tax aid program in his testimony 
as lead-off industry witness before the Senate subcommittee. Another industry 
source estimated that if approved, the plan would provide stimulus for improve- 
ment programs amounting to as much as $1.5 billion yearly. 

Under the proposal a railroad could lay aside money in good years, deduct it 
from income taxes and spend it in any time within 5 years to pay off capital 
improvement or equipment indebtedness incurred after congressional approval 
is granted. The base for normal depreciation of facilities would be reduced 
to the extent that the improvements are financed, whole or in part. 
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EQUIPMENT-AGE CEILING 


A companion proposition of the industry would have Congress set a 20-year- 
life ceiling on all rail equipment thus raising the industry’s average depreciation 
rates. 

AAR spokesmen deny the plan is their alternative for the so-called Symes 
plan (named for its chief exponent, James Symes, president of the Pennsylvania 
Railroad). 

This plan is supported by hardpressed eastern roads with opposition expressed 
by some segments of the industry. It would place the Federal Government 
directly in the rail equipment buying field with establishment of a $2.5 billion 
pool of rolling stock. 

FAVORS PROSPEROUS ROADS 


Wall Street observers note that the AAR plan would favor the financially 
healthy carriers while poorer roads like the eastern lines often make insufficient 
amounts in order to pay income taxes. The latter could not build up reserves 
as readily as those showing good earnings. 

While there is opposition to the Symes proposition, there is none expressed 
so far to the AAR plan. LEither, or both, operating to complement each other 
would level out erratic equipment buying. 

Financing institution spokesmen contacted voiced no opposition to the AAR 
program. They pointed out that carriers could avoid income taxes in good years 
to build up a fund out of which to continue purchases when traffic declines. A 
favorable financial position in the lean years might be shown as a result, the 
nonrail, outside investment sources commented. 

2. Transportation taxes. 

Mr. Loomis recalled that Treasury Department officials have taken no position 
yet on the proposed elimination of a 10- and 3-percent tax against passenger and 
freight transport, respectively. 

The industry executive cited a favorable climate in Congress for repeal of the 
levies. Treasury Officials were credited with stopping previous efforts at repeal. 

8. New regulation for transport of products of agriculture. 

Court interpretations have extended this classification to include some forms 
of canned goods, for example. Mr. Loomis said various court rulings have ex- 
tended coverage of the statutes “beyond what was originally intended by Con- 
gress.” 

COMPROMISE BILL OFFERED 


Several bills to curtail this exemption have been introduced. A compromise 
bill was introduced by Senator George Smathers (Democrat, Fla.), and head 
of the subcommittee investigating the railroad situation. 

This bill “now is promised support on a broad basis, including certain interests 
formerly opposed to any amendment of the agricultural exemption provision,” 
Mr. Loomis said. He indicated the measure is supported not only by the rail- 
roads but also by “substantial elements of the trucking industry, agricultural 
interests, and processors of agricultural commodities.” 

4. Redefinition of private carriage. 

Bills proposing a “primary business test” have been cleared in conferences be- 
tween common and “certain” private carrier interests—truck and rail, Mr. 
Loomis recalled. 

The test alluded to would exempt from Interstate Commerce Commission regu- 
lations, other than safety, those truck owner industries which would show that 
transportation was supplied only as an adjunct to a noncarrier business interest. 


MAINTAIN OWN TRUCK FLEETS 


Large shipper industries, for example, maintain their own truck fleets which 
would remain exempt because they transport only products of the owner com- 
panies, the AAR leader asserted. 

Pseudo private carriage would be outlawed, he added. 

This pertains to so-called buy-and-sell operations where some truckers qualify 
as private carriers under present statutes because they buy cargo at origin and 
sell shipments at destination, with a sales price reflecting the purchase price 
plus transportation charges, Mr. Loomis recalled. The operator thus “owned 
an for the trip in order to avoid regulatory provisions of the law,” he 
said. 
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Plugging this loophole is sought by agreement between common carrier truck- 
ers and railroads. Private carrier interests apparently are split on the proposed 
changes. Some are said to go along with the proposed change, some oppose it 
and some are said to have agreed not to oppose it. 

Transportation experts have estimated that there are three times as many 
private carrier operators as there are common and contract carriers combined. 

On another front, Mr. Loomis indicated that the rail industry had advocated 
appellate jurisdiction for the ICC from decisions of State regulatory commis- 
sions dealing with passenger train discontinuances and other service matters. . 

Following a recent Supreme Court decision, however, “the industry is consid- 
ering advocating that the ICC be given original jurisdiction in such intrastate 
matters,” he said. 

On previous occasions rail unions have been on record opposing any such 
jurisdiction in the ICC. 

This newspaper reported last week on a conference held between labor and 
management representatives, presumably aimed at ironing out differences so 
that legislative changes can be supported by the entire industry. 

Mr. Lawrence. As I pointed out, there is no great controversy, at 
least little if any from our industry, as to these four proposals. 

I would hope that this virtual agreement among two forms of 
transportation which, as I said at the outset, are considered to be in 
sharp conflict, would considerably aid the committee in making its 
determination. As noted, the trucking industry and the railroads 
are at swords points on basically 3 of their numerous proposals but— 
and I emphasize the “but”—they are not, from what their spokesman 
is telling the public, expecting this Congress to give these 3 serious 
consideration at this time. . 

As a matter of fact, our testimony makes it clear that the trucking 
industry, far from fighting these other 4 proposals, actually has by 
witnesses assured the committee of our active support of 2 of them. 

Mr. Chairman, I will close my remarks and the statements of the 
American Trucking Associations by merely repeating this paragraph, 
one of the paragraphs I quoted at the opening of my remarks: 

Our Nation is not static. It is dynamic in its expanding economy. Trans- 
portation, to serve the Nation adequately, cannot be static in any respect. It 
must be dynamic in every phase of its operations, and particularly in its 
thinking. 

Mr. Chairman, may I just say finally that on behalf of myself and 
my colleagues, and particularly of the 10 carrier witnesses who are my 
bosses, we want to express to — our sincere appreciation for the 
great courtesy you and the other members of the committee have 
shown us by permitting us to appear here. 

Senator Smatuers. Thank you very much, Mr. Lawrence. 

Are there any questions? 

If not, may I say on behalf of the committee that we think the ATA 
has made a splendid presentation. It has been essentially a construc- 
tive presentation which we appreciate. I think most all of us would 
agree that there are more areas of agreement between the railroads 
and the truckers than there are areas of disagreement. And I think 
I would be safe in saying that you have been, I think, very wise in 
emphasizing the areas of agreement. 

Essentially this battle that is going on, I believe, is one of regulated 
carriage versus unregulated carriage, and certainly in that type of 
battle you people should find, and I am certain will find yourselves 
as you proceed in the future, more on the same side. 

hank you very much for your testimony. 
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Gentlemen, we have Mr. C. A. Buchanan here, treasurer and execu- 
tive secretary of the National Agricultural Transportation League. 
He comes from Tavares, Fla. 

I understand that Mr. McCurdy, president of the Perishable Com- 
modity Carriers’ Association of San Antonio, Tex., is here and wants 
to testify today so that he can go home; is that right? Senator Yar- 
borough passed that information up to us. 

Is Mr. McCurdy here? 

Mr. McCourpy. Yes, sir. 

Senator Smatuers. We are not going to meet tomorrow because the 
full committee goes into executive session tomorrow. But we do plan 
to have hearings on Thursday. That may be inconvenient for you. 

a McCorpy. It will actually be more convenient if we can do it 
today. 

Sethon Smatuers. All right. Just sit by. We will see if we can 
hear your testimony today. 

We would like to have each of you witnesses make your remarks 
extemporaneously and as briefly as possible. We will, of course, put 
your full statements in the record. 

Mr. Buchanan, we are delighted to have you here as a constituent 
and a citizen ofa great State. Will you proceed ? 


STATEMENT OF C. A. BUCHANAN, EXECUTIVE SECRETARY, NA- 
TIONAL AGRICULTURAL TRANSPORTATION LEAGUE, TAVARES, 
FLA., ACCOMPANIED BY FRANK B. HAND, JR., WASHINGTON, D. C. 


Mr. Bucuanan. Thank you, Senator. I have adopted that State 
and I am glad I did adopt that State 5 years ago. 
(The prepared text of Mr. Buchanan’s statement follows :) 


STATEMENT or C. A. BUCHANAN, EXECUTIVE SECRETARY, NATIONAL AGRICULTURAL 
TRANSPORTATION LEAQUE, TAVARES, FLA., AND BY FRANK B. HANp, JR., 
WASHINGTON, D.C. 


My name is C. A. Buchanan. I am executive secretary of the National Agri- 
cultural Transportation League with principal offices in Tavares, Fla. The 
league is composed principally of motor carriers of exempt commodities (exempt 
from Federal regulation by the terms of section 203 (b) (6) of the Interstate 
Commerce Act). At this time we have 4,565 members operating 18,260 motor 
vehicles throughout most of the United States. To show our diversity of mem- 
bership, there are 1,350 members in Florida, 985 members in the other South 
Atlantic States, 819 members in the Middle Atlantic States, 32 in the New 
England States, 489 in the North Central States, 640 in the Central States, 243 
in the Midwestern States, and 42 in the Far Western States. It is my under- 
Standing that the league is the largest association of “exempt truckers” in the 
country. We very much appreciate this opportunity to express our views on 
certain of the problems facing the Congress in the regulation of transportation 
in interstate commerce in this country. 

While the exact number of “exempt truckers” is not known, Commissioner 
Laurence K. Walrath, in a speech before the Association of Interstate Com- 
merce Commission Practitioners in Boston, Mass., on January 7, 1958, esti- 
mated that there were approximately 48,000 for-hire carriers of exempt com- 
modities. In the latest report of the Interstate Commerce Commission (71st) 
figures are given on page 101 indicating that these exempt carriers operate ap- 
proximately 480,000 vehicles. This report also shows (p. 47) that as of June 
30,1956, there were 18,059 motor carriers operating under Federal regulation 
operating approximately 353,271 trucks (estimate of Bureau of Motor Carriers, 
Interstate Commerce Commission as of January 1, 1958). There are, therefore, 
more exempt motor carriers and more trucks transporting exempt commodities 
than are federally regulated today. 
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THE POSITION OF THE LEAGUE 


We understand that numerous railroad presidents have testified in these pro- 
eeedings asking that legislation be passed to free the railroads from rate regu- 
lation when competing for traffic in exempt commodities. We believe this would 
only make a bad situation worse and urge that one of the solutions would be 
to regulate the “unregulated trucker.” Commissioner Laurence K. Walrath has 
described the present situation very aptly in a speech before the Florida Fruit 
and Vegetable Association on October 10, 1957, in Miami Beach when he stated: 

“Some of the trends of the past 2 years are anything but reassuring, as we see 
regulated carriers of all forms losing valuable freight to nonsystem carriers, 
with rate structures degenerating into chaos.” [Italic supplied.] 

Actually, Commissioner Walrath has stated it very mildly. The exempt motor 
carriers are in as bad or worse position today than the rail carriers. They at 
least have other freight which may be transported at a profit but we are limited 
to the exempt traffic and have no place to go except out of business. At one 
time, the rates for transporting exempt commodities were more or less uniform 

but today they are anything but, and, for the most part, much lower. Also, 
there is no uniformity whatever, rates varying from shipper to shipper and day 
to day for the same traffic to the same points. Also, there are no uniform 
rules governing the transportation of exempt commodities and the exempt car- 
riers have no recourse when large and unjustified claims are placed against the 
shipments, in circumstances where the shippers refuse to pay any freight. 

This is the first time that we know of any group of exempt carriers coming 
before Congress and asking to be regulated. In fact, we demand regulation 
because without it we doubt seriously that there will be any guaranty of trans- 
portation by motor carrier for the exempt commodities. As we have shown, 
without the exempt carrier the exempt traffic would not move. We have more 
trucks than the regulated carriers. In the past various agricultural interests, 
or at least those claiming to represent agricultural interests, have always 
spoken for us and have always claimed that the transportation of fresh fruits 
and vegetables must be by exempt motor carriers so that there will be a flexible 
service at rates which will not prevent the movement of the farmers’ traffic. We 
were not organized at the time and when such matters were before Congress 
persons spoke for us who really did not have our interests at heart and we 
believe did not understand the actual situation or have the interest of the farmers 
at heart. It is a mystery to us how farmers can maintain stable markets when 
1 man is charged 1 rate for moving traffic and his neighbor can, and often does, 
pay either a higher or a lower rate for the same traffic to the same point. It 
is practically putting us out of business and we believe it will do the same thing 
to the farmers if there continues to be no Federal regulation of rates for the 
transportation of the exempt commodities, including fresh fruits and vegetables. 
The only people we can see benefitting from this nonregulation are a group of 
middlemen who control traffic and who are able to pocket rebates, discounts and 
kickbacks and payments under the table from the unfortunate trucker who 
needs a load to obtain sufficient funds to make payment on a truck which pay- 
ments are 3 or 4 months overdue. Seldom do we as truckers ever deal with the 
farmers direct. In fact, we doubt if the farmers themselves ever know what 
the rates are for the transportation of their traffic to market and care less. 

As an illustration, in Florida most of the citrus fruit is bought on the tree 
and the vegetables are bought in the fields. The transportation is usually 
arranged for by commission merchants or packing house managers who profit 
from the low-truck rate rather than the farmer. When trucks are scarce, the 
rates go up and when there is an oversupply of trucks at any one point the rates 
go down. 

In Florida we have a very fine group of truck brokers and there are similar 
groups in various States where our membership operates. These men have done 
their best to try to maintain some uniformity in rates and keep them on a level 
where the truckers themselves can make some money but they are forced by 
different interests to arrange for the transportation of traffic at lower and 
reduced rates and at different rates to different shippers. Some of these brokers 
belong to our association and agree that the only solution to this problem is 
the Federal regulation of the transportation of the commodities exempt from 
regulation under section 203 (b) (6) of the Interstate Commerce Act. 

One of the claims made against the elimination of this exemption is that 
there must be flexible truck service. This would be a very simple matter by the 
issuance of the Interstate Commerce Commission of certificates to the exempt 
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carriers to continue the same type of service they have performed in the past. 
This type of certificate is known as either a radial or nonradial certificate and 
would authorize transportation, as an illustration, between points in Florida, 
én the one hand, and point in numerous other States, on the other. If the 
operations involved were between States such as Florida, Georgia, Alabama, 
Mississippi, and Tennessee, then the certificate would read between any points 
in those States transporting fresh fruits and vegetables, or any other exempt 
commodity which the carrier transported in the past. 

When the Motor Carrier Act was passed in 1935, a grandfather clause was 
placed in it providing that the Interstate Commerce Commission should permit 
the carriers to continue to perform the same service that they had performed in 
the past on a certain date. The Commission issued certificates authorizing such 
operations. A similar grandfather clause could be placed in the Motor Carrier 
Act covering the transportation of exempt commodities. The Interstate Com- 
merce Commission understands the problems of the motor carriers transporting 
certain perishable commodities and have granted very broad radial certificates 
authorizing, as an illustration, the transportation of frozen citrus products be- 
tween points in Florida, on the one hand, and points in Alabama, Arkansas, Dela- 
ware, Illinois, Indiana, Iowa, Kansas, Kentucky, Louisiana, Maryland, Minne- 
sota, Missouri, Michigan, Nebraska, New Jersey, New York, North Dakota, Ohio, 
Oklahoma, Pennsylvania, South Dakota, Tennessee, Texas, Virginia, West Vir- 
ginia, Wisconsin, and the District of Columbia (MC-—107107 and related subs). 
It has also granted nonradial certificates which are those authorizing operations 
between all points in numerous States, such as in No. MC-110698 authorizing the 
transportation of liquid chemicals between points in Georgia, South Carolina, 
North Carolina, Virginia, West Virginia, and Tennessee. Any claim that Fed- 
eral regulation of exempt carriers would prevent a flexible motor carrier service 
for the transportation of these commodities is utter nonsense. A carrier can be 
just as flexible in operating under Federal regulation as it can without Federal 
regulation. We will still be able to pick up traffic at the large markets, in the 
fields, in the orchards, or any place we are transporting it and make deliveries 
to any point where we are presently making deliveries. We will not be bound 
to operate over regular routes or serve only specific cities or points since the 
Commission will understand the problem and issue us certificates to continue the 
Service we have been performing in the past. Our counsel, Frank B. Hand, Jr., 
of Washington, D. C. who was formerly an examiner with the Interstate Com- 
merce Commission and who has practiced before this Commission for a number 
of years, has explained to us that the Commission has issued the certificates of 
the type previously mentioned and will issue to us those which will cover the 
specific situations involved in the transportation of exempt commodities. 

The chaotic rate situation and the inability of the unregulated motor carrier 
to protect themselves against unfair and unjust claims caused our league to be 
formed. It is relatively new, having been in existence only a few years. So that 
there is no misunderstanding we want it clearly understood that none of the so- 
called farm or farming interests can speak for us, the exempt trucker. Our sal- 
vation and the salvation of efficient, economical and flexible motor carrier service 
in the transportation of exempt commodities, including fresh fruits and veg- 
etables, is dependent upon future Federal regulation of our operations and the 
operations of the other exempt motor carriers transporting this traffic in inter- 
state commerce. 

We believe that the Congress would be interested in knowing that the exempt 
trucker is not recognized by the Interstate Commerce Commission in any of 
their rate proceedings and has no recourse whatever when regulated forms of 
transportation reduce the rates below those being charged by the nonregulated 
carrier. This has happened in numerous instances. This is vividly brought to 
light in an address by Commissioner Anthony F. Arpaia before the Rail Trans- 
portation Institute at American University in Washington, D. ©. March 25, 1955, 
when he made the following statement : 

“Last December the railroads filed reduced rates on dried fruits from the 
Pacific coast to the East in order to attract some of this traffic. This rate was 
protested. By shippers? Of course not. Shippers don’t object to reductions. 
By intercoastal water carriers? No. By motor common carriers? No. By 
motor contract carriers? Wrong again. The only protest filed against these 
rates was by a truck broker who solicits business for nonregulated, itinerant 
trucks. The basis of his protest was that the proposed rates ‘contravened the 
transportation policy.’ He took the position that such reduction would force 
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him and his corps of exempt trucks to reduce their prices; and that this would 
result in ‘destructive rate war or destructive ratemaking practices.’ ” 

All forms of regulated transportation complain against our alleged rate cutting 
but we have no recourse when any of the regulated carriers decide to reduce our 
rates. This fact was recognized in Commissioner Walrath’s speech previously 
mentioned before the Florida Fruit & Vegetable Association where he said: 

“Some of the regulated carriers who first cried they could not compete with 
these unregulated competitors have turned a few tricks themselves. More and 
more we hear of common carriers moving nonexempt commodities outbound 
to the farm areas and there, rather than face an empty trip home, soliciting 
a truckload of exempt commodities for mere ‘gasoline money’ to get back.’” 

Accordingly, under the existing form of regulation, if a regulate motor Car- 
rier desires to cut the rate on exempt commodities it may do so and we cannot 
complain. We also cannot complain if the rail carriers decide to cut their 
rates ss they have recently done on fresh fruits and vegetables moving out of 
Florida to various eastern and midwestern markets. Of course, we can reduce 
the rates also and no one can complain resulting in a very unstable state of 
affairs. Commissioner Walrath summed it up very nicely in a speech before 
the United Fresh Fruit & Vegetable Association on January 29, 1958, at San 
Francisco, Calif., where he made the following observation : 

“Among the disturbing features are the effect truck delivery has had upon 
stability of your markets, and the growing uncertainty whether reliable and 
adequate transportation will always show up for loading. Not the least of 
your worries when using exempt trucking, is the uncertainty of your trans- 
portation costs, which may vary from day to day, shipper to shipper, and market 
to market, with virtually no control over discrimination and preference except 
that of supply and demand. Human nature being what it is, the carriers who 
solicit your produce today (perhaps as a backhaul at low rates) may tomorrow 
find more attractive traffic—and then require inducement to serve you.” 


THINGS HAVE CHANGED SINCE 1935 WHEN THE MOTOR CARRIER ACT WAS FIRST PASSED 


When part II of the Interstate Commerce Act (Motor Carrier Act) was passed 
in 1935, most of the so-called exempt commodities were being transported by 
rail carriers, particularly the fresh fruits and vegetables. The refrigerated 
truck had not been developed to the point where it is today. Now the trucks 
handle most of the interstate movement of this traffic as mentioned by Commis- 
sioner Walrath in his speech in San Francisco, Calif., on January 29, 1958: 

“Transportation of fresh commodities for domestic markets in America is 
largely by rail or truck, with very little presently moving by water or air. Some 
30 millions of tons of fresh fruits and vegetables are being distributted each year ; 
and the current estimates show a division of roughly of only 35 percent by rail, 
and 65 percent by truck. It was not always so. Even a short 10 years ago 
the division was approximately 80 percent by rail, and only 20 percent by high- 
way ; but history also discloses that about 5 percent each year has been shifting.” 

While it is true that the greater volume of this traffic is being transported 
by the exempt truckers, their operations are under severe disabilities which 
we believe results in situations absolutely contrary to the public interest. As we 
mentioned, there is no recognized rate structure whatever. The shippers and 
persons controlling and arranging for transportation by motor carrier make 
up their own rules as they go along which the exempt truckers are forced to 
accept or lose the traffic. The truckers have no recourse against the filing of 
unfair and unjust claims and we are frank to say often operate equipment im- 
properly maintained and inspected and with drivers which quite often do not 
have sufficient rest. We will have to admit that the safety record of the exempt 
truckers is not a pleasant one. Quite often they have insufficient insurance to 
cover injury to persons or property as well as the cargo involved in accidents 
and quite often are entirely uninformed as to the Commission’s safety regula- 
tions. 


THE EXEMPT TRUCKERS ARE FORCED TO OPERATE UNDER UNFAIR RULES AND 
REGULATIONS 


The shippers whom we serve have different rules and regulations covering 
the transportation of their traffic. As everyone knows, regulated motor carriers 
are entitled to collect their freight charges upon delivery of the traffic. With 
us freight charges are always withheld pending settlement of claims and quite 
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often claims are deducted unfairly and unjustly from the freight charges. We 
have no recourse against such action. One of the shippers has on its bill of 
lading the following : 

“* * * agrees with the truckowner that it will pay the said agreed trans- 
portation charges, less its usual brokerage and other charges, upon presenta- 
tion of the original of this agreement properly receipted by the consignee pro- 
vided, however, that it shall not be obligated for and the truckowner shall not 
be entitled to payment of the transportation charges until all claims, which the 
shipper, Owner, consignee and * * * may have against the truckowner shall be- 
fully settled and satisfied.” 

An inherent right of all carriers for hire is.to withhold delivery or refuse to 
make delivery and take possession of the cargo if the transportation charges are 
not paid. Not so with us, however. To transport traffic for this and many other 
shippers we must give up all rights of this nature as indicated in the following 
regulation on the bill of lading we signed for this shipper : 

“Should trucker fail to carry and deliver the property being transported as 
required, broker or its representatives may with or without legal process take pos- 
session of said property and for that purpose may remove and break any seals 
and locks on and enter trucker’s equipment.” 

In other words, if we transport a shipment and the consignee files a claim 
with the driver and if the driver refuses to unload the truck until the freight 
charges are paid, then under the above provision the shipper or anyone can take 
over the truck and remove the contents. In other words, we have to give up our 
legal right to handle that freight. In the event the committee doesn’t think 
unfair and unjust claims are filed, we would like to call attention to this one. 

On June 6, 1957, one of our members transported a load of cucumbers from 
Thomasville, Ga., to Cheektowaga, N. Y. The consignee refused to pay the 
freight charges claiming that the load was spoiled. The freight charges were 
$483 and the claim was $441. After considerable argument, it was determined 
by a United States Department of Agriculture inspector that the damage was 
caused by too much rain in the growing stages and was not caused by the trans- 
portation whatever. As the carrier had signed the bill of lading which had a 
provision that the carrier accepted the load and had inspected it and found it 
in good condition, the shipper refused to pay any transportation costs and the 
load was transported for nothing. These bills of lading usually carry a provision 
of some sort as follows: 

“The above-described load of produce has been checked by me and found to be 
in good condition and package count correct as billed.” 

This particular shipment moved on a bill of lading which had the further 
provision : 

“T also agree to deliver the load to the above address at the time listed in 
good condition and should I fail to make delivery on time or allow the goods to 
become damaged from any cause whatsoever I agree to accept deduction from 
freight charges of an amount sufficient to cover all spoilage losses and extra 
handling charges.” 

In other words, the trucker has to agree to hold the shipper harmless even if 
the damage occurred in the field and was due to improper growing of the 
produce. 

To show just how bad the situation is many bills carry this provision: 

“All claims must be inspected by United States Government inspector at time 
of delivery and mailed to us within 24 hours. All claims will be void and settled 
in full if receiver pays driver freight.” 

In other words, if the receiver pays the freight charges they will give up any 
right to their claim if there is an honest claim, so naturally they withhold the 
freight charges and the driver is in the middle of an argument between the 
shipper and the receiver and does not get paid until the argument is settled. 
Regulated carriers are entitled to receive payment for the freight charges and 
then the shipper and receiver can argue the matter forever if they want to. In 
any event, the regulated carrier is paid for his time and effort in transporting 
the traffic. This is not the case with us. 

Also, an inherent protection in common carriage is that the motor carrier can- 
not be held liable or penalized for a delay in making delivery if there is a good 
reason for such delay and it is beyond the control of the carrier. We will admit 
that time of delivery is very important in connection with fresh fruits and 
vegetables, much more so than probably any other commodity. The markets 
change overnight and from hour to hour the price of fruits and vegetables will 








PROBLEMS OF THE RAILROADS 981 


go up or down and it is admitted that the shipper must know when the traffic 
will arrive and must have reliable service. However, practically all the bills on 
which this exempt traffic moves carry provisions such as the following: 

“The truck company hereby assumes full responsibility for any and all losses 
or damage of any nature whatever to said property while in its possession and 
until delivery to consignee at destination, as well as any loss occasioned by any 
delay.” [Emphasis supplied.] 

There is usually a time specified on the bills or an indication that it should 
be delivered on a certain date in the morning which has an understanding of 
being the early market time. Sometimes the trucker has an excuse and even 
advises the receiver or shipper that it will be late, but in any event no excuse 
is ever accepted and claims are filed when drivers do not make the markets on 
the nose regardless of the reason for it. Also, many of the shipping documents 
carry penalties if the carrier does not call the consignee and advise the ship- 
ment is comingin. One in particular has this wording: 

“In the event you cannot make delivery as listed hereon, you are to call con- 
OIE I ec ieee at least 5 hours before unloading time telling him where 
you are at time of call and what time you will arrive at destination. You must 
re-ice en route if necessary and maintain 30° temperature. Failure to comply 
with the above will result in a $25 fine and loss of our business in the future.” 

The following letter was received by me as we endeavor to collect freight bills 
from our members. It is interesting to show what the truckers are up against : 


“Aucust 7, 1957. 


“DeaR Siz: I am sending you this freight bill as I can’t collect it. The 
trouble was the truck broke down and the driver called in and the man told 
him that it would be all right to come in the next day. Then when he was 
unloaded he told the driver he was going to deduct $150 for being late. The 
driver had to carry the melons on out to Long Island and would not pay for this 
either. I would appreciate it if you can and will collect this for me. I have 
heard he has done lots of drivers like this. Please let me hear from you. 

“Yours truly.” 


Quite often the exempt carriers are forced to give up all shipping papers 
when loads are delivered and they have nothing to support their claims for 
freight charges. Following is a letter we recently received showing what can 
happen under such conditions: 

“GOSHEN, ALA., February 3, 1958. 

“DeaR Mr. BUCHANAN: Just wondering if you have contacted the receiver of 
the load which I have been unable to collect for. 

“My driver told me that the load was signed for as being delivered in good 
condition, with no claims noted on the bill of lading. Also, he said the market 
was up due to the weather which had moved into Florida. 

“My driver said he was not furnished a trucker’s copy of the bill of lading. 
I wish to strongly protest this practice of some truck brokers, and to suggest 
that you request all brokers to furnish a trucker’s copy of the lading. As you 
can see, I have no record of the load; I am completely at the mercy of the * * *. 

“Yours appreciatively.” 

Quite often the shippers refuse to pay the 3 percent transportation tax as well 
as Other just and legitimate charges and we quote the following letter from one 
of our members received in 1957 concerning this subject: 


‘“‘WEsT PALM BEACH, FLA., January 28, 1957. 

“Dear Sir: Thanks very much * * * for the information you sent us in your 
letter of January 25, 1957, on rates paid to truckers on hauling citrus fruit 
from Lake Alfred, Fla., to Chicago. 

“Being aware of the fact that you’re president of the NATL, perhaps our prob- 
lem where * * * chiseling $69.65 through a load hauled January 5 by a * * * 
the driver, you can give us a word of advice and possibly even assist us if 
presented to you. 

“Your letter specified for the rate of $1 per box for all loads sent to Chicago, 
plus tax. 

“To begin with * * *. Their rate was $0.90 per box minus the usual 3 percent 
tax, and also, we carried an enforced policy by Benzing, Inc., but charged 
$14.40 cargo insurance unnecessarily anyway. 
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“Calculating the indifference of the $69.65 : 


Short from freight 
Disallowing insurance. 
C/L 


“What brought on more tension was * * * our driver’s wage was yet to 
be drawn from the net $167.15 check. 
“Appreciating your previous service and thanking you again, I am 
“Very truly yours.” 


OUR SAFETY RECORD IS BAD 


I am afraid I will have to admit that the safety record of the exempt carriers 
is bad and I am afraid it may get worse. I am sure it would improve under 
Federal regulation as there would be a more Stabilized rate structure and also 
carriers would be advised of the Commission’s regulations on the subject. Only 
12,571 exempt motor carriers have been served with copies of the ICC safety 
regulations (p. 101, ICC, 7ist Rept.). Accordingly, less than 25 percent of the 
industry knows of these regulations and I am afraid less than that abide by 
them. 

One of the inherent requirements in the transportation of fresh fruits and 
vegetables is speed. Not always is the carrier able to put 2 drivers on the 
truck and I am afraid that quote often the 1 driver has not had sufficient 
rest but due to the exigencies of the transportation services required must con- 
tinue and meet the market deadline. I am afraid that most of the shippers and 
receivers are not interested in how this deadline is met. The following is copy 
of a letter received by me giving this impression : 

“Boston, Mass., July 28, 1957. 
“NATIONAL AGRICULTURAL TRANSPORTATION LEAGUE, 
“Tavares, Fla. 
“(Attention of C. A. Buchanan.) 

“GENTLEMEN : Referring to your letter of July 19 we are following agreed in- 
structions. We were told to withhold payment of charges and to deduct the 
losses incurred and remit the balance if any or send a bill for the deficit over 
freight charges. This was handled accordingly and the balance due was re- 
mitted. 

“* * * has committed himself to specific delivery schedules and time; how 
he accomplishes this is not our concern. We are not obliged to specify whether 
he sends two or more drivers on a trip; that is his concern. If he uses only 
one driver on a trip that is his problem or violation, not ours. 

“Kindly take this up with * * * as our obligation has been fulfilled as agreed 
mutually. 

“Very truly yours.” 


Road checks by the safety inspectors of the Interstate Commerce Commis- 
sion have proved that our equipment is improperly maintained on an average 
compared with that of the regulated carrier. In a speech on January 29, 1958, 
at San Francisco, Calif., Commissioner Walrath gave this information: 

“Apart from the service deterioration and economic impact of the agricultural 
commodity expansion, an alarming byproduct of major concern to the public 
has resulted. With countless newcomers to the field of unregulated for-hire 
trucking (enticed as they have been into the transportation business overnight, 
and without previous experience in heavy over-the-road operations), the Com- 
mission has encountered a frustrating safety situation. 

“Even we had no idea how serious it was until 1957, when, for the first time, 
we conducted 4 nationwide road checks at more than 150 points, plus a special 
check at the Georgia-Florida line. During the course of the year we examined 
in detail more than 46,000 interstate trucks and found that 17.5 percent, or 
nearly 1 out of every 5, were in such hazardous condition they had to be 
ordered out of service until repaired. Our spot checks, without discrimination, 
included common, contract, private, and exempt motor carriers. The results 
which have been published are disturbing as to all types, but what disturbs us 
most is that 67 percent (or 2 out of every 3) of the exempt units were found to 
have 4 or more vehicle or driver defects. This would indicate that in their zeal 
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to compete most of your carriers are either subsidizing their normal cost of 
operation by neglecting maintenance and gambling with safety, or are ignorant 
of the minimum requirements which the law insists they meet. The threat to 
the public is the same in either event whether it be by intent or through lack of 
knowledge.” [Emphasis supplied. ] 

Exempt truckers have participated in and caused some extremely serious 
accidents. In some cases the facts are almost unbelievable. On July 24, 1953, 
an exempt carrier transporting eggs ran off the road in Alabama and the driver 
was killed and the unit and cargo were destroyed. The driver had driven 2,200 
miles in 5 days and had been plagued with mechanical troubles en route. What 
rest he got was in the seat of the truck. He drove 1,000 miles in 35 hours, 
allowing time for fuel, rest, eating, and icing the load. He wrote his brother, 
while on this trip, that he had received no sleep for 42% hours and was taking 
pills to keep him awake. This poor fellow was only 19 years old and was appar- 
ently sound alseep when he ran off the road to his death. The ICC regulations 
require that a driver be 21 years of age and the carrier in this case had never 
checked on the age of this young man. In fact, logs had been filled out showing 
that there had been the required off-duty time in a sleeper berth on a moving 
vehicle. In fact, the vehicle was not equipped with a sleeper berth (ICC Motor 
Carrier Investigation Rept. 9). 

On October 21, 1953, a truck loaded with produce struck a hook-and-ladder 
fire engine in Maryland, killing two firemen. The driver’s permit had been 
revoked and he was driving with a stolen permit. He had received a bad-conduct 
discharge from the Army, had 3 convictions of stealing an automobile and 2 
other convictions of theft. He was on the wrong side when he struck the fire 
truck and subsequently was convicted on seven counts, including one of intoxica- 
tion. It takes two pages in the report to list the safety regulations which this 
driver violated in connection with the accident (ICC Motor Carrier Investigation 
Regulation Rept. 8). 

In an accident on July 24, 1954, in New York, a truck carrying milk collided 
with 16 motor vehicles, doing $40,000 property damage, killing 3 persons, including 
a pedestrian, and injuring 14 others, due to brake failure on a hill. The report 
indicates that the brake failure was due to improper maintenance. A picture 
taken after this accident shows 2 of the vehicles were absolutely demolished, and 
it doesn’t appear that 5 others would ever be useful for driving again (ICC Motor 
Carrier Investigation Rept. 10). 

On September 28, 1956, a truck loaded with grain struck a passenger car head 
on in Nebraska, killing both occupants of that car. The driver had been arrested 
previously five times from intoxication and had been placed in a public institution 
in an effort to cure his alcoholism and was discharged in July 1955. The morning 
of the accident he had several bottles of beer for breakfast and bought a pint 
of whisky some of which was consumed before entering the vehicle. He only 
drove 20 miles before having the accident (ICC Motor Carrier Investigation Rept. 
18). 

On June 6, 1957, a truck transporting a cargo of potatoes from Hollywood, 
S. C., to Berwick, Pa., struck a vehicle loaded with migrant workers, resulting 
in 21 fatalities and 16 injuries, with $10,000 property damage. While it was 
not definitely established that the accident was the fault of the exempt trucker, 
he stated that he did not see the other vehicle until he was almost upon him and 
there was no explanation for his failure to observe the other vehicle. He did 
not have the logs, although required to do so at the time of the accident and it 
could not be established whether he had obtained the necessary rest and was 
driving in accordance with the ICC regulations. The high number of fatalities 
was due to the flimsy construction of the other vehicle (ICG Motor Carrier In- 
vestigation Rept. 19). 

We believe that behind most of the accidents is the complete instability of our 
industry plus the requirement for speedy delivery of the traffic, the fact that the 
Commission does not know who the exempt truckers are or how to get in touch 
with them or advise them of the Commission’s safety regulations, the chaotic 
condition of the rate structure and the transportation by numerous exempt 
truckers for rates so low that they do not permit the use of two drivers and 
sleeper-cab equipment. 

We will admit there are two sides to this question and that responsibility 
under the safety regulations is really ours and not the shippers. However, it is 
imperative that the carriers receive an adequate return on their investment 
so they can properly maintain their equipment and use more than one driver 
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when distance makes it necessary. We want to give the shippers and receivers 
of this traffic the type of transportation service to which they are entitled and, 
in turn, we believe that we should have the same advantage and protection as 
the regulated carriers presently have. 


OUR RATES HAVE GONE DOWN AND EVERYTHING ELSE HAS GONE UP 


Our rates are now lower than they were in 1946. As one example, in 
1946 the rate for a box of citrus from central Florida to New York City was 
$1.10 per box. This current season many shipments have been made at 90 cents 
and 95 cents a box. The Consumer Price Index issued by the United States 
Department of Labor in their Bureau of Labor Statistics for August 1956 used 
1947-49 as a basis and show that the cost of fruits and vegetables was 120.7 
percent compared with the norm showing an increase of 20.7 percent. Transpor- 
tation costs on an average is reported at 128.5 over the norm or an increase 
of 28.5 percent. Exempt trucking rates are off from 15 to 85 percent and thus 
have not even kept up with the increase in transportation costs on an average 
or the increase in the cost of fruits and vegetables. 

Comparing rates on exempt commodities to other points to Boston, Mass., 
citrus fruit from central Florida was transported for $1.25 a box in 1956. Now 
most exempt carriers will handle it for $1.10; to Detroit, Mich., the rates on 
this traffic averaged between 90 cents and $1.25 a box in 1956 and now are 
between 90 cents and $1.15 a box; to Chicago, Ill, in 1956 they fluctuated be- 
tween 90 cents and $1.05 a box and now they fluctuate between 80 cents and 
$1 a box; to Minneapolis, Minn., they fluctuate between 85 cents and $1.25 
a box and now they fluctuate between 80 cents and $1 a box; to Omaha, Nebr., 
this traffic has dropped from $1.15 a box to 75 cents a box. On truckloads of 
mixed produce from central Florida in 1956 this traffic to Duluth, Minn., brought 
from $750 to $800 a load and now from $410 to $425 a load; to Des oines, Iowa, 
in 1956 brought $600 to $650 a load and now from $350 to $400 a load; to Chicago, 
Ill., in 1956 brought from $500 to $550 a load and now from $350 to $400 a load. 

These reductions were brought about by several factors including the willing- 
ness of regulated motor carriers to handle the traffic for less than the exempt 
earriers. As an illustration, the going rates on fruit from central Florida to 
Atlanta, Ga., were approximately 50 cents a box in 1956. This has slipped to 
40 cents a box. The Great Southern Trucking Co., of Jacksonville, Fla., a 
regulated carrier, effective November 14, 1956, offered to haul this traffic from 
central Florida to Atlanta, Ga., for $150 a truckload for 400 boxes which is 
even less than the 40 cents a box charged by the exempt carriers. As previously 
mentioned, while everything else has gone up the rates of the exempt truckers 
have gone down and we are afraid are going down to a point where we cannot 
hope to handle the traffic. It must be remembered that these exempt commodi- 
ties, namely, fresh fruits and vegetables, are outbound haul. For the regulated 
truckers, they are back haul and treated as such. We are always there ready, 
willing, and able to handle the traffic, whereas the regulated carriers show up 
only when they need a load. We have not mentioned before, but this traffic 
is very often a back haul for private carriers who can undercut our rates. As 
they are not even trying to make a profit on their outbound operation, there is 
no telling what they could charge if they wanted to for the return loads of 
fresh fruits and vegetables. 

It is not always the fault of the regulated motor carriers that they handle 
the traffic cheaper than we do. Strange as it may seem, their services are solicited 
vigorously by shippers who quote rates to them much lower than the usual exempt 
carrier rates. We have been able to obtain numerous examples of letters 
written to regulated carriers and to give you an idea of what goes on we are 
quoting two received by regulated motor carriers from shippers seeking service 
in the transportation of exempt traffic for stated rates, which, in each instance, 
are lower than ours. 

The first is from a company in St. Louis, Mo. : 

“NOVEMBER 7, 1957. 

“GENTLEMEN: We secured your name from the State of Missouri as holding 
an exempt-commodity permit. 

“We have recently formed a truck grain department because so many of our 
feed-mill customers have been buying more and more of their grain, oats, and 
corn, by truck. 
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“We have enclosed with this letter several of our small cards that give you 
our operation. We will be happy to send you more. We would like each one 
of your drivers to have one. 

“We load grain in the following States: Minnesota, Iowa, Illinois, Missouri, 
and southern Kentucky. 

“We deliver grain to the following States: Oklahoma, Arkansas, Louisiana, 
Mississippi, Alabama, Georgia, Florida, and North and South Carolina. 

“Although grain is not the best paying commodity, it is an exempt commodity 
and it will give you a back haul. 

“In another 30 or 60 days we should be sitting here with orders available to 
all States mentioned above. At this particular moment Georgia corn is hurt- 
ing the Florida market and Missouri corn has hurt the Texas market but the 
Situation is clearing. 

“Cordially yours.” 


In the second letter, you have an illustration where the shipper sets his own 
rate, something unheard of in connection with regulated transportation : 


“Fort Wort, Tex., September 2, 1957. 
“GENTLEMEN: Phone us for grain hauls— 


Abilene, Tex., area to— 
Brawley-Imperial Valley 
Los Angeles, Calif 
Littlerock, Calif 
Modesto, Calif 

East Texas 


“Olton, Tex., loading limited amount and pays 5 cents less to above points. 

“Milo from Sweetwater, Tex., area to Laredo, Tex., 30 cents per hundred- 
weight. 

“We have hauls back from Iowa, Minnesota, North and South Dakota, and 
Illinois. Phone us for up-to-minute rates. 

“We still get a load once in a while from Mississippi to Texas. Phone collect 
and if we have load will accept call. * * *” 


A REGULATED MOTOR CARRIER’S CRITICISM OF EXEMPT HAULERS 


In the magazine Quick Frozen Foods, August 1957, the president of a regu- 
lated motor carrier has criticized the exempt haulers. We agree with some of 
these criticisms and believe that regulation would cure the matter. As an illu- 
stration he says: 

“Another deficiency of exempt haulers is their lack of representation, always 
a vexatious matter when the packer is trying to contact someone who will 
straighten out a damage claim for example. * * * One may question whether 
these types of claims are collectible from the exempt hauler, especially when 
such claims may amount to more than the freight charges. If the claim comes 
to more than the freight charges the chances are you will never see the offending 
exempt hauler again.” 

This is true to some extent, although we have many members who pay claims 
immediately and have the highest reputation for protection of the shippers’ 
interest. On the other hand, we admit there are numerous others who do not 
do so and it is very difficult to locate them. Again, we contend that with regu- 
lation the country would have a group of responsible motor carriers, just as 
responsible as the regulated haulers. Remember that with regulation truckers 
will not float in and out of the transportation of these commodities. Certifi- 
cates will be issued and we will have a protection against unbridled competition. 
Just as the regulated carriers are now protected with their certificates, we 
will be protected with our certificates. If more trucks are needed to transport 
the traffic we will buy the trucks to do so. Now there is no way to tell whether 
there will be 10 or 1,000 trucks available any morning to handle fresh fruits 
and vegetables from the larger markets in Florida and the other States. Very 
few want to risk the sums necessary to build up large fleets such as are operated 
by the regulated carriers. 
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Another criticism of this regulated trucker was: 
“Most of the exempt truckers lacking practically any organization of any 
kind, do not have accurate figures on costs, maintenance, claims, and the many 
other important aspects that comprise an efficient transportation operation. 
This lack of proper cost figures leads to large turnover in trailer ownership 
which, in turn, causes a chaotic condition in exempt commodity rates.” 

We could not say this better ourselves. In other words, he took the words 
right out of our mouth. With regulation and the protection it offers we will 
have organizations with accurate costs on maintenance, claims, and other 
aspects of efficient transportation operations and there will not be this large 
turnover in trailer ownership which is one of the causes of the chaotic condi- 
tion in exempt commodity rates today. 


PLACE US UNDER REGULATION 





The numerous rail carriers whose witnesses testified in this proceeding ex- 
pressed our sentiments when they said that exempt motor carriers should be 
regulated. Apparently, they are handling some of the traffic we handle for less 
than their direct operating costs. Up-to-date figures are not available and the 
latest we have are those issued by the Interstate Commerce Commission Bureau 
of Accounts and Cost Finding and Evaluation for 1955, showing that for rail 
carriers there should be an increase in rates on vegetables of 28.5 percent, celery 
35.7 percent, and on lettuce 37.5 percent in order for these commodities to 
reach the so-called break-even point. 

The exempt commodities, of course, are all we transport and we cannot trans- 
port them at a loss and stay in business, although we are sure that quite a few 
of our members and many of the other motor carriers of exempt commodities 
are doing just this in order to get traffic. Aside from the advantage to us and 
to the regulated carriers, we believe there is also a decided advantage to the 
public in general to have all forms of transportation regulated; otherwise, it is 
impossible to justify regulation of one form of transportation. When the Motor 
Carrier Act was first passed the transportation by motor vehicle of these exempt 
commodities was a very minor part of the transportation of the country. Now, 
as shown, more trucks are engaged in the exempt operations than are operated 
by the regulated carriers. 

Commissioner Arpaia, in his speech of March 25, 1955, in Washington, D. C., 
summed up the matter very nicely and we would like to quote what he said: 

“Transport operations which are exempt from regulation are unquestionably 
profitable to the individuals who use them. But they do not serve the welfare 
of the country. Cynics may say, ‘Why is this wrong? These people are pri- 
vate enterprisers and should be encouraged.’ But regulated carriers are also 
private enterprisers. The question then is, At what point does private enter- 
prise become affected with the public interest? Certainly, one group of car- 
riers should not be permitted to operate wholly uncontrolled and the other 
wholly regulated, when both are transporting the same commodities for hire. 
Basically, treating one segment of for-hire transportation differently than any 
other is difficult to justify. This disparity in the application of the law does 
violence to the concept which originally forced regulation—the public interest.” 

For the reasons stated above, for the good of the trucking industry and the 
public at large the transportation of exempt commodities, including fresh fruits 
and vegetables should be regulated just the same as any other traffic. We can 
give equal and better service to the shippers under regulation. The Congress 
has an opportunity at this point to do something about the chaotic situation 
presently existing in the transportation of exempt commodities. We do not 
believe that anyone has or will testify in these proceedings who will not admit 
that conditions exist which require action by the Congress. Regulation will 
promote safety on our highways and we do not believe this committee will over- 
look this opportunity to perform a great public service placing this large group 
of motor carriers under regulation. We are talking for ourselves now. We are 
tired of listening to various agricultural interests claim that they speak for us. 
There is no valid reason why our operation should not be placed under 
regulation. 

At the present time due to a lack of supervision and compliance with the 
safety regulations the operations of exempt truckers actually endanger the 
lives and property of the public on the highways. The Commission has admitted 
that they have been able to locate approximately only one-fourth of these 
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truckers and have been unable to contact the rest of them except by placing 
posters at various truck stops. 

On the basis of testimony given to Congress by the Interstate Commerce 
Commission and also the rail carriers both believe that we should be regulated. 
We are reasonably sure that the regulated common carriers by motor vehicle 
believe that we should be regulated. If you would take a vote among exempt 
motor carriers, I feel reasonably sure that you would find that they would vote 
that they should be regulated. At least we know that our league requests that 
they be regulated, and on the basis of the information we have given to you 
we believe that we have established that it would be in the interest not only 
of the exempt motor carriers, but also in the interest of the public that we be 
regulated. 

Mr. Bucuanan. My name is C. A. Buchanan. I am executive sec- 
retary and treasurer of the National Agricultural Transportation 
League, with headquarters in Tavares, Fla. This is a nonprofit cor- 
poration which is operated primarily for the benefit of the exempt 
truckers who have been kind of cussed and discussed today at some 
length at times. 

We have over 4,500 members representing over 18,000 trucks. We 
certainly appreciate this opportunity of meeting before you folks 
today because the exempt trucker seldom has an opportunity to be 
heard. He seldom has an opportunity to speak for himself. And 
for that reason we doubly appreciate the opportunity which you 
gentlemen have given to us, 

While the number of exempt truckers is not known exactly, Com- 
missioner Walrath has estimated that there are approximately 48,000 
carriers and perhaps 10 times that number of trucks. 

Senator Smaruers. You speak of yourself as exempt truckers. Do 

ou mean by that truckers who carry essentially these agricultural 
items which have been exempt ? 

Mr. Bucuanan. Yes, sir; perishable commodities and the fresh 
fruits and vegetables out of Florida and other areas of the country. 

Senator Smatuers. All right, sir. 

Mr. Bucuanan. We understand that some of the railroad presi- 
dents have testified asking that legislation be passed to free the rail- 
roads from rate regulation when competing for traffic in exempt 
commodities. We strongly believe that this would make a bad situa- 
tion much worse and urge that one of the solutions would be to 
regulate the unregulated trucker. 

A reference was made at the end of the last statement that perhaps 
we were considering a serious problem of the unregulated carrier as 
against regulated carrier. We take the position that we think regu- 
lation is the answer to many of the serious problems that I would like 
to bring before you. 

We have found that when we explained some of the problems in- 
volved that the party with whom we discussed them or explained them 
can understand the problem. 

For example, in November there was an article in the weekly news- 
paper, the Produce Trade, which criticized the gypsy trucker or 
exempt trucker for rocking prices in the potato market. This criti- 
cism was by the president of one of the railroads that handles a lot 
of potatoes. So 1 wrote to that gentleman and gave him certain facts 
and certain information and after I explained some of the problems 
I was very pleased to receive a letter from him. The letter said that he 
was surprised to learn that we were considering seeking regulation 
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on exempt commodities. He further mentioned that the instability 
of rates quoted was very destructive on the entire transportation 
system. 

hand here is a point I would like to read, just one sentence from a 
railroad president : 

I had not realized before reading your correspondence that the very ills I 
have deplored with respect to this form of transportation are working to the 
detriment of the trucker of these commodities himself. 

He further states that he appreciates our bringing this to his atten- 
tion, and he can readily see how dealers, by judicious bargaining, can 
make the rate paid for the transportation of these commodities ex- 
tremely unprofitable at times to the trucker. 

He further went on to suggest that we join with the railroad in an 
effort to have a Federal tariff set up on the trucking of exempt com- 
modities. 

Senator Smaruers. I want to be perfectly clear. I do not want to 
interrupt you, but to be sure—what I understand you to be saying is 
somewhat revolutionary, I believe. You, who are representing the 
exempt carriers, through this association, are recommending this ex- 
emption of the unregulated status which you have had; you are recom- 
mending that that be eliminated and that you voluntarily move into a 
regulated status ? 

r. BucHANAN. Yes, sir; that is correct. 

Senator Purrett. Is this an official action of your whole oraganiza- 
tion? Are youstating an action they have taken ? 

Mr. Bucnanan. Yes, sir. This is an official action of the organiza- 
tion. 

Senator Smaruers. I must say this is the most exciting and revolu- 
tionary testimony that we have had. 

Mr. Bucuanan. Thank you, sir. I hope I can give you enough facts, 
and will certainly try to, to justify this position. 

When we state the position of the league, we quote just a short sen- 
tence from Commissioner Walrath in a speech before the Florida Fruit 
& Vegetable Association, when he said : 

Some of the trends of the past few years are anything but reassuring as we see 
the regulated carriers of all forms losing valuable freight to nonsystem carriers 
with rate structures degenerating into chaos. 

There actually is no uniformity at all in rates. I won’t burden you 
with the tremendous amount of detail there at this time. But we do 
~ that the solution is the regulation of rates under an orderly proce- 

ure. 

It is a mystery to us how farmers can maintain stable markets when 
one man is charged one rate for moving traffic, and his neighbor can, 
and often does, pay a higher or lower rate for traffic to the same point. 
This is practically putting us out of business, and we believe it will 
have injurious effects to the farmers if there continues to be no Federal 
regulation of rates for the transportation of exempt commodities, 
including fresh fruits and vegetables. 

People who benefit from this situation many times are the middle- 
man, and he sometimes can pocket money which logically should go toa 
trucker. For example, at a trucking committee meeting of the Inter- 
national Apple Association there was a discussion of trucking rates. 
One of the largest produce receivers in Birmingham, Ala., took the 
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position that he didn’t mind the cut rates and the chaotic practices 
there, as long as he, as a receiver, received the benefit of the cutting 
of rates. But his problem was he wasn’t so sure that he was getting 
the benefit of those cut rates, and maybe it was working to the advan- 
tage of his competitor in Birmingham or possibly the cutting of rates 
was working to the advantage of the shipper or traffic man on the 
other end. 

Senator Purtrett. May I ask you a question? 

Mr. Bucuanan. Yes, sir. 

Seantor Purrety. Was this chaotic condition created by people 
within your own exempt or unregulated industry? They were cutting 
one another’s throats, were they not ? 

Mr. Bucuanan. It is a very broad question. The answer to that 
question is partly “Yes.” But it goes greatly beyond that, sir, be- 
cause there is a cutting on the part of shippers and receivers and by 
regulated carriers as well, both rail and motor vehicle. 

An an illustration, in Florida most of the citrus is bought on the 
tree and the vegetables are frequently bought in the fields. The trans- 
portation is usually arranged for by commission merchants or pack- 
inghouse managers who may be in a position to profit from low truck 
rates, rather than from the farmer. 

When trucks are scarce, the rates go up, and when there is an over- 
supply, the rates go down. 

One of the claims made against the elimination of the exemption 
is that there must be flexible truck service. This would be a very 
simple matter by the issuance of ICC certificates to the exempt car- 
riers to continue the same type of service they have performed in the 
past. This type of certificate is known as either a radial or nonradial 


certificate and would authorize, as an illustration, service from points, 
for example, in Florida on the one hand, and to numerous points in 
the United States. But such certificates have been in the past issued 
on an area basis and they could continue to be issued on an area basis. 
And a carrier can be very flexible in operating under Federal regula- 
tion, and the truckers can still pick up the traffic at the larger mar- 
kets in the Florida area or at any Per where they now pick it up 


and continue to operate pretty much as they have in the past. 

Our counsel is Frank Hand, Jr., of Washington, D. C., who was 
formerly an examiner with the Interstate Commerce Commission, 
and he has practiced before the Commission for a number of years. 
He has explained to us that the Commission has issued certificates of 
this type. 

I am skipping a fair portion of the statement, Mr. Chairman. 

Senator Foerms: Mr. Chairman, I think it is an important thing. 
While I, as the chairman, am reluctant to spend all night here, I 
would like to make it clear to the witness—and I am sure the chair- 
man does, too—that we don’t want him to feel that he is going to have 
to cut his speech down to the point where he is eliminating what he 
thinks is important for the committee to know. I am willing to stay 
here as long as it is necessary. 

Mr. Bucuanan. Thank you, very much. I will cover all points 
which I think are essential and important to cover, and then I will 
be glad to try to answer any questions I can for you gentlemen, be- 
cause I certainly welcome the opportunity, and I particularly wel- 
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oon the chance of not cutting anything short. Thank you very 
much. 

Senator Purrety. I want to say that of course that is within the 
province of the chairman, but I am sure he agrees with me. 

Senator Smaruers. I agree with you 100 percent, as usual, Senator. 

Mr. Bucuanan. We believe that the Congress would be interested 
in knowing that the exempt trucks are not recognized by the Inter- 
state Commerce Commission in any of their rate proceedings, and have 
no recourse whatever when regulated forms of transportation reduce 
the rates below those being charged by the nonregulated carrier. This 
has happened in many instances, and we have a quotation from An- 
thony Arpaia on page 7 of the statement where in the Pacific-coast 
area there was a reduction in rates, and there was a protest not by the 
shippers, not by the water carriers, not by the common carriers, and 
not by the contract carriers, but the protest came from a truck broker 
in that area who took the position that such reductions would force 
him and his truckers to reduce their prices and that this would result 
in destructive rate or destructive ratemaking practices, contrary to 
the national transportation policy. 

All forms of regulated transportation complain against our alleged 
rate cutting, and sometimes they may be right. But we have no re- 
course whatsoever when one of the regulated carriers decides to reduce 
our rates. 

Commissioner Walrath, of the ICC, is quoted : 

Some of the regulated carriers who first cried they could not compete with 
these unregulated competitors, have turned a few tricks themselves. More and 
more we hear of common carriers moving nonexempt commodities outbound to 
the farm areas and there, rather than face an empty trip home, soliciting a 
truckload of exempt commodities for mere gas money to get back. 

In the Florida area I hear from time to time of certain of the regu- 
lated motor carriers who will approach a packinghouse and say: “We 
need this trucking business when we have our trucks available, and 
we will haul it at a dime less than the prevailing rate. If it takes less 
than a dime, that is all right, too. We will handle the business when 
we have the trucks available at whatever rate it takes to get the load of 
exempt commodities.” 

Under this form of regulation they can do that, and we have no 
effective way of complaining. Also, we cannot complain against the 
rail carriers if they decide to cut rates as has been recently done in the 
fresh fruit and vegetable movement out of both Florida and Texas. 

Of course, we can reduce rates also and no one can complain, and 
the whole thing results in a very unstable state of affairs. 

When part 2 of the Interstate Commerce Act, the Motor Carrier 
Act, was passed in 1935, most of the so-called exempt commodities 
were being transported by rail. The refrigerated truck had not been 
developed at that time. Now, that movement has changed to where 
a substantial portion of it is hauled by truck and a smaller portion 
by rail than formerly. 

I would like to give you the figures on that. The transportation of 
fresh commodities for domestic markets in America is largely by rail 
or truck, with very little presently moving by water or air. Some 30 
million tons of fresh fruits and vegetables are being distributed each 
year, and the current shipments show a division of roughly only 35 
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percent by rail and 65 percent by truck. It was not alwaysso. Even 
a shert 10 years ago the divisions were approximately 80 percent by 
rail and only 20 percent by highway, but history also discloses that 
about 5 percent each year has been shifted. 

One of the important problems in addition to the rate structure is 
that the shippers and persons controlling and arranging for trans- 
portation by motor carrier seem to make up their own rules as they go 
along, which the exempt carrier is forced to accept or lose the traf. 

The truckers have little recourse against the filing of unjust and 
unfair claims, and we are frank to say they often operate improperly 
maintained equipment and the drivers often do not have sufficient 
rest. We have to admit that the safety record of the exempt carrier 
is not as good as it should be. Quite often they have insufficient in- 
surance to cover the injury to persons or property, as well as the 
—_ involved in accidents, and they are often entirely uninformed as 
to the ICC safety regulations and hours of service. 

As everyone knows, the regulated motor carriers are entitled to 
collect their freight upon delivery of the goods; whereas with us, 
the freight charges are always withheld, pending settlement of claims, 
and quite often claims are deducted unfairly and unjustly, and we 
have no effective recourse against such action. 

We quote here several comments which actually come from ship- 
pers’ bills of lading. I won’t read all of these particular comments. 
The important thing is that they say, for example, that— 

* * * the truckowner shall not be entitled to payment of the transportation 
charges until all claims, which the shipper, owner, consignee, and * * * may 
have against the truckowner shall be fully settled and satisfied. 

So even though the trucker does his job properly in the trucking 
of merchandise, he still can’t get his freight. One of the worst in- 
stances of this kind came to my attention last summer when I received 
a phone call from a trucker who actually had two loads of freight. It 
happened that in this instance there were two loads of cucumbers 
going out of Thomasville, Ga., heading for the Buffalo, N. Y., area. 
Two loads of freight. He was unable to collect about a thousand 
dollars involved. In view of the circumstances, I recommended that 
he place this in the hands of an attorney in New York, Bill Ojello, 
Jr. To make a long story short, it was established that the receiver 
had a legitimate claim, but the claim, according to the United States 
Department of Agriculture inspection, was because of too much water 
in the growing stages of the cucumbers, and the claim certainly could 
not be against the trucker in that instance. 

The attorney for the trucker talked the problem over with the at- 
torney for the receiver and we were told that the attorney for the 
receiver agreed that it should be settled and the trucker get his 
freight. However, the receiver refused to pay the freight and he re- 
fused on the basis that the trucker had signed this bill of lading 
acknowledging receiving the merchandise in good condition. 

To begin with, a trucker is not a qualified inspector, and were the 
trucker a qualified inspector, he would not physically have the time 
to perform such an inspection. It would just be entirely impractical. 
But that is just a case which illustrates some of the problems, and it 
is illustrated also by the lack of uniformity of a proper bill of lading. 
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Senator Purretu. Mr. Buchanan, I want to ask you a question again 
which you answered once. I want to be sure I understand your 
answer. 

Do you represent 4,565 members of your organization in this state- 
ment? Let me go further and tell you why I ask this question. You 
are making admissions here which surprise me very much. For 
instance : 

The equipment is improperly maintained and inspected, and drivers quite 
often do not have sufficient rest. 

And you also admit that “The safety record of exempt truckers is 
not a pleasant one.” And you further say: 

They have insufficient insurance to cover injuries to persons and property 
as well as to cargo involved in accidents, and quite often are entirely unin- 
formed as to the Commission’s safety regulations. 

Are you speaking for 4,565 people when you make these admissions ? 

Mr. Bucuanan. When I make these admissions, sir, [ am making 
these admissions for the exempt trucking industry generally. As far 
as our members are concerned, sir, we have a monthly publication that 
goes to our membership, and in sending that out to the membership 
we stress the ICC safety regulations. 

Senator Purrery. But all of your members are unregulated. So 
that you are — of the unregulated ones. Now you are speak- 
ing not only of 4,565, but 4,565 plus those who do not belong to your 
organization, is that correct ? 

Mr. Bucuanan. That is correct, and only a small portion belong 
to our organization. 

Senator Purrett. But you really represent 4,565, and you say of 
these, plus others, these are the facts, is that right? These admis- 
sions are matters that we want to call to your attention ? 

Senator Smaruers. I would say that you are speaking for the un- 
regulated, but only that part of the unregulated which is organized. 

Senator Purreny. That is right. 

Mr. Bucnanan. Yes. 

Senator Purreiy. I understand that. 

Mr. Bucuanan. As far as our members are concerned, we acquaint 
them with the ICC regulations. We tell them to enforce, to see that 
they have the proper drivers’ logs, to conform with the hours of serv- 
ice. And I am speaking of conditions industrywide. What I am 
saying here will not apply to all of our members. We have a number 
of members that are very good members. We have a number of mem- 
bers where we referred back here to the fact that a trucker may dis- 
appear, without acknowledging or without taking care of a claim 
against him. 

We find that most of our members are of the more responsible 
group of carriers. I am trying to give you the picture in the exempt 
trucking field. 

Senator Purreti. I admire your frankness and I think it is great 
that we have this information. Certainly it points up the need for 
some action at some level. 

I just wanted to make sure that you are speaking of all of the un- 
regulated carriers, but included in that group are 4,565 that are in 
your organization. Is that correct? 
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Mr. Bucuanan. That is included, but I am not saying that all 4,500 
are doing all of these things that we are talking about. 

Senator Purrety. Of course not. I am not trying to pin you down 
to say something that you don’t want to say. I want to get this pic- 
ture. I again admire you for your frankness. 

Senator Smaruers. It will help, I think, for all of us to hear Mr. 
McCurdy from San Antonio. understand he too will speak for 
the unregulated carriers in your particular area; is that correct, Mr. 
McCurdy ? 

Mr. MoCcier. Yes, sir. 

Senator Smatuers. And you are taking somewhat the same position 
as Mr. Buchanan is taking, as I understand it; is that correct? 

Mr. McCurpy. I take exactly the same position as far as regulation 

oes. 
’ Senator Smaruers. How many people do you represent ? 

Mr. McCurpy. We have 170 member companies in our organization. 
They are all operators in Texas. They run about a thousand trucks. 

Senator Smatruers. And you carry fresh fruits and vegetables from 
that area north ? 

Mr. McCurpy. We haul out of Texas to any part of the United 
States that grows—— 

Senator Smatuers. Then the only other group that we are — 
here is the group from California. Does anybody represent them 
Do we have the unregulated organization from California? 

(No response. ) 

Mr. Bucuanan. We have a few members in California. If you will 
refer to the first page of my statement, you will notice that we 
refer to the fact that we do have 42 members in the Far Western 
States. That would be—— 

Senator Smaruers. So that this committee can conclude that what 
you are now saying, Mr. Buchanan, and what Mr. McCurdy will say 
in a few minutes, is that it is the general expression of all unregulated 
carriers in this particular type of business at the present time; that 
is the general viewpoint ? 

Mr. Bucuanan. We feel that. On the last page of our prepared 
comment we say: “If you would take a vote among the exempt motor 
carriers, I feel reasonably sure you would find that they would vote 
that they should be regulated.” 

Senator Purrety. I would like to make it clear that I was not being 
critical of you. But this is a very pressing problem, obviously, from 
your own testimony here. 

Mr. Bucuanan. That is correct. 

Senator Purrett. And so that I can understand the even greater 

magnitude of the problem, you tell me that you are speaking for 4,500 
people. 
' Mr. Bucuanan. I appreciate that view. As I said before, it is very 
fortunate I feel that we are able to bring some of these facts before 
you. Itsums up to this, real quickly : The ICC was formed many years 
ago because of destructive competitive practices in the railroads. We 
know the history of the Standard Oil where, for example, John D. 
Rockefeller is reported to have used transportation to his advantage. 
And that was the method of doing business in those days, and because 
of that the ICC was formed. 
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The Motor Vehicle Act became effective in 1935 because there was a 
chaotic condition with respect to the carriers who are now regulated. 
So all I am really saying is that in all of these comments I am not 
trying to be as critical of the ones I give in the example as I am of 
the situation which over a hundred years ago was bad in rails, 25 
years ago was bad in the present regulated carriers, and in fact it was 
that way in aviation until the Civil Aeronautics Authority took over 
with respect to that. 

I would like to give you a few more illustrations in 2 or 3 pages 
that I think will be of interest to you. 

Senator Smatuers. Let me ask you a question. Do you represent 
“ farmers, actual farmers? 

r. BucHanan. No, sir. 

Senator Smatuers. How would you go about regulating unregu- 
lated carriers? 

Mr. Bucuanan. I have given than considerable thought. It seems 
to me, as far as the farmer is concerned, that he should be given the 
privilege of getting his products to the market place. I do not 
think 

Senator Smatuers Without regulation ? 

Mr. Bucuanan. That’s right. I do not think he should have to 
worry about that or be burdened with that regulation. But once it 
reached the market place, the farmer is out of the picture, such as we 
mentioned, the produce or the fruits are sold in the field in many cases. 

Senator Smaruers. I am trying to grasp what you are driving at. 
As Senator Purtell has said, it is sort of amazing and astounding, 
but I think very indicative. 

Would you say that if Congress agreed with your particular pro- 
posals, that we should narrow the definition of the exempt agricultural 
products by saying, in effect, that whenever the farmer gave us title 
to the farm products, from that point on those farm products could 
not be carried in transportation that was not regulated ? 

Mr. Bucuanan. That, plus perhaps reach the first point of process- 
ing for distribution. 

Senator Smatruers. In other words, you would let the farmer sell 
to a commission merchant, or however they do it, and let it be trans- 
ported to the first place where it would start on the processing, we 
will say? 

Mr. Bucuanan. Yes. 

Senator Smarnuers. Then having given up title and having had one 
processing job done on it, from that point on it would have to be 
carried in what would then be, if your recommendation is adopted, 
regulated transportation ? 

Mr. Bucuanan. Yes, sir. 

Senator Smaruers. What do you think the farmers’ organizations 
would think about this? 

Mr. Bucnanan. I know that some of them do not like it. 

Senator Smaruers. Do you know any of them that like it? 

Mr. Bucuanan. I will give you a frank answer. Some of them— 
when I say farmers, I am also speaking of shippers. You see, there 
1s @ very serious problem here because we hear of the farm bloc and 
of course the farm bloc is an important bloc and certainly we should 
give the farmer every consideration. But I think it is sometimes 
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difficult to know just where the farmers’ interests end and where the 
processors’ or the shippers’ interests begin. 

Actually, 9s far the farmer is concerned, if, for example, we are 
talking of oranges, if they are sold at $2 a box on the tree, the grower 
has no particular interest in the processing. So it depends. 

Senator Smaruers. Would every one of your fellows have to peti- 
tion the ICC to get a certificate from this point on? Just like they 
did in 1935 when they started off with the grandfather rights, this 
would be the same procedure over again ? 

Mr. Bucuanan. That is what we think would be the proper way 
to doit. At first I had the personal thought that possibly we might 
be able to have a Federal tariff procedure without having certificates. 
Then it is brought to my attention that it certainly would be an 
impossible situation to have a tariff procedure without knowing exactly 
who would operate under those tariffs. So as we now see it, there 
should be rather broad authority with perhaps grandfather rights 
to give a certificate to conform to the existing method of operation, 
not to restrict it in any way. But if a trucker or truck broker is 
operating in a certain way, we will give him the right to get a certificate 
to operate in the same way in the future as he has in the past. 

Senator Smatuers. In other words, what you would like to do is 
become a regulated carrier with ICC having jurisdiction over you 
with respect to tariffs ? 

Mr. BucHanan. Yes, sir. 

Senator Smarners. But you would not want to have any restriction 
on you as to the matter of where you would go. There would be no 
restriction as far as routes are concerned ? 

Mr. Bucnanan. That is right. 

Mr. Hanp. Could I interpose ? 

Senator SmarHers. Yes. Please identify yourself. 

Mr. Hanp. I am Frank Hand, counsel for the league. The original 
proposal as passed was to have only rate regulation. That was dis- 
cussed later. Now the league is on record as requesting the same type 
of a certificate that is issued to a regular motor carrier. In other 
words, there would be rate regulation and certificate regulation in 
the same respect that it is today. 

Senator Smatuers. The difference between you and ordinary com- 
mon carriage after this would be that you would not be restricted in the 
areas where you would operate. That would be the advantage that 
you would have over ordinary regulated carriage, ordinary certifi- 
cates which say could go from Orlando to Boston and so on. You 
would want to be able to go with the same Jatitude that you operate 
with now, in every respect except rates ? 

Mr. Hanp. enaken. the way I understood it, the exempt carrier 
would apply to the Interstate Commerce Commission and receive a 
certificate to authorize him to perform the same service that he was 

erforming at the time of the grandfather date, and that would have 
Btates named. In other words, he could operate any place east of the 


Mississippi or any place in the Southeast ; wherever he had been oper- 
ating as of a certain date, which was the same type of grandfather 
clause that is in the act now. 

Senator Smaruers. And you would just merely set the rate. You 
would ask that rates be set for those future ones who come in, and the 
rates that you people would agree on yourself ? 
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Mr. Hanp. There would be section 5 (a) agreements and tariff- 
publishing agencies just as there are today; yes, sir. 

The carriers could publish their own rates still under the Interstate 
Commerce Commission. The motor carrier can publish any rate he 
wants to. It is subject to a suspension proceeding. 

Mr. Bucuanan. And as far as the trucker is concerned, let us assume 
that you own, for example, 20 units, and let assume just as an illustra- 
tion that you were operating out of Florida. During the winter season 
you came into Georgia and South Carolina for the peach deal and 
then moved into Pennsylvania for the peach deal. Then your certifi- 
cate would give you the authority to continue your operation as you had 
been operating in the past. 

Senator Purreiy. I have a question. We have been speaking about 
the farmers. Actually most of your unregulated carriers are not hired 
by the farmers anyhow; are they ? 

Mr. Bucnanan. No, sir; they are not. 

Senator Purretzt. They are hired by brokers. You say there are 
brokers or shippers or persons controlling and arranging for trans- 
portation by motor carrier who make up their own rules, as you say, 
make up their own rules as they go along, which exempt truckers are 
forced to accept or lose traffic. 

Do you find that these people get together many times, these brokers, 
and determine what they are going to pay in the way of rates so that 
they are able to determine a price that you can’t exceed? That may be 
poor English, but I think you know what I mean. 

Mr. Bucuanan. Let me give you a specific illustration. We have 
a member in the Miami area who said, “Buchanan, we truckers here 
in Miami got together in hauling bananas, and when we haul bananas 
out of this Miami area, we haul them at the rate we have agreed to or 
they don’t move by us.” Then he went on to say, “Buck, there is just 
one trouble.” I said, “What is that?” He said, “We don’t haul many 
bananas.” 

The receiver on the other end got busy and made direct deals with 
the truckers so the bananas movement out of Miami is pretty generally 
arranged by the receivers’ trucks. 

So it is beyond the power, as far as I can see, of any one small group 
of truck brokers or other people to try and establish any kind of a rate. 
It is just clearly and basically in the law of supply oak demand, at the 
present time. 

Senator Purretit. Hadn’t we better disassociate the farmer to a 
greater extent than we are apparently doing in our thinking with this 
question of unregulated trucking in this field ? 

Mr. Bucuanan. Yes, sir; definitely. 

Senator Purrei.. He is past the stage where he has any effect on 
itatall. It goes intoa 

Mr. Bucnanan. Processing plant, or packinghouse. 

Senator Purrexy (continuing). Into a packinghouse or some inter- 
mediate area between the consumer and the farmer. It has left the 
farmer. You are talking of its control from that point on? 

Mr. BucHanan. Yes, sir. 

Senator Purrerx. I am glad to know that we have established the 
fact that this is not a farmers’ problem initially. It has been made 
to appear so many times, but it is not. 
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Mr. Bucuanan. That is one reason we appreciate the opportunity 
of appearing before you because we do not want to restrict the farmer 
in any way. Let him get his products to the packinghouse as he sees 
fit. Do not burden him with regulation or other problems. 

Senator Purreti. Actually, though, is this a proper conclusion: 
That what we say now is that when we were small, when we got into 
this thing we wanted no regulation so we could get into it, but now it 
gotten pretty big and attractive; now we want regulations so we can 
secure to ourselves that which we wanted without regulation. 

In other words, we went into it without regulation; now we are in, 
we want it regulated so we can assure ourselves a fair return on our 
efforts ? 

Mr. Bucuanan. May I tell you a little story ? 

Senator Purrety. You may tell me two stories if you first answer 
my question. 

( Discussion off the record.) 

Mr. Bucuanan. This condition has come about—I am speaking 
now of the agricultural exemption—from the act as passed in 1935. 
So it just happens that up until recent years perhaps it has not been 
any disturbing problem. But in recent years I have seen the situation 
deteriorating very badly. It is actually bad for the railroads. It is 
bad for the regulated motor carriers. It is bad for the exempt carrier. 
It is just a most chaotic situation, very similar to the days in the thir- 
ties and way back before ICC was formed. 

Senator ieee, Really the answer is that it has attracted a lot of 
people, the fact that it is unregulated. Therefore the tonnage carried 
has increased all the time, which affects other means of transportation. 

Mr. BucHanan. Yes, sir. 

Senator Purre.n. I am not being critical again. I think this is a 
perfectly understandable growth. But I think we have to understand 
how it grew. People got into it because they couldn’t get into a regu- 
lated type of carriage. Now it is attractive. Now they say let us be 
regulated. 

Again, I have no objection except that I do think we ought not to 
stress the farmer too much. The farmer plays a small part in this 
picture. 

Mr. Bucnanan. I think that is correct. 

Senator Smatuers. Senator Yarborough. 

Senator YArsoroucH. Mr. Buchanan, you mentioned something a 
while ago about processing the goods, or the first place they could be 
processed. Under your proposal would you require a farmer to scour 
his wool at the first wool scouring plant, or have his oranges treated 
at the first plant, or deny him the right to take them on to a more 
distant market with his own truck if he wanted to? 

Mr. Bucnanan. I would say the farmer should be unrestricted in 
what he wished to do along that line. 

Senator YarsoroucH. You didn’t intend it to be required to be pro- 
cessed at the first processing place he passed ? 

Mr. Bucwanan. I don’t think that would be practical. I know 
with respect to Florida, many times fruits and vegetables would go to 
a packinghouse 2 or 3 times farther away than the closest one. 

Senator YarsorouGH. Sometimes they would take them a thousand 
miles north ? 
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Mr. Bucuanan. We would not contemplate restricting the farmer 
or grower. 

Senator YarsoroueH. Or producer ? 

Mr. Bucwanan. That is right. 

Senator Purrretn. Where he uses his own equipment ? 

Mr. Bucnanan. That is correct. 

Senator Smatuers. Mr. Buchanan, I direct this question to you and 
your lawyer as well. What is it specifically that this committee can 
do to effectuate what you recommend ? 

Mr. Bucuanan. As I see it, the rails have asked for freedom to set 
rates on exempt commodities to suit their wishes and desires. In our 
opinion that is not a proper answer to this problem. Do you have 
anything to add to that ¢ 

Mr. Hanp. The only thing I would add, Senator, is to include in an 
amendment to the Interstate Commerce Act the provisions of the 

“orandfather” clause and the rate regulation along the line that you 
mentioned, that once the traflic has left the farmer ‘s ownership, where 
the farmer has passed title, that then it moves into commerce and then 
it should be regulated. 

There are many variations of that type of provisions. The Inter- 
state Commerce has a bill proposed something along that line. 

Senator SmatueErs. I would suggest this, that you, as the attorney, 
consult with the board of directors or whoever is the controlling body 
in that organization that you represent, and come up with some specific 
language which you think would effectuate that proposal which you 
are making. It may be that we will not adopt it, or we may adopt 
it. It at least gives us some approach to the matter and lets us know 
what we are supposed to do in considering it. 

Could you supply us with that kind of proposal ? 

Mr. Hanp. I would be glad todo so. When would you want it? 

Senator Smaruers. We would want it as soon as we could get it. 
Weare going to start considering this matter as soon as the testimony 
has been completed. 

(The material subsequently submitted is as follows.) 

LAW OFFICES OF FRANK B. HAND, JR., 
Washington, D. C., March 21, 1958. 


Senator GrorGE SMATHERS, 
Senate Office Building, Washington, D.C. 

My Dear SENATOR SMATHERS: On behalf of Mr. C. A. Buchanan, who spoke 
on behalf of the National Agricultural Transportation League, and Mr. W. M. 
McCurdy, who spoke on behalf of the Perishable Commodity Carriers Associa- 
tion, Inec., the undersigned, counsel for both associations, is submitting herewith 
specific language (Tr. 1176) of amendments to the Interstate Commerce Act 
which we believe would effectuate the proposal which was made by these gentle- 
men at the recent hearing before your Subcommittee on Land transportation. 
You requested that such language be submitted as soon as possible and I 
would like to explain that the delay has been caused primarily by our effort to 
discuss with representatives of the farm groups our proposals for amendments in 
the hope of arriving at some mutually agreeable provisions which we could 
submit to you as being of a noncontroversial nature. While we are unable to do 
that at this time, we do feel that the discussions had with the various farm 
group representatives were most enlightening and helpful to us and have resulted 
in our modifying our proposals considerably in the hope that perhaps they can 
see their way clear to join with us in the amendments we propose herein. 

My impression from discussing the matter with these gentlemen is that 
they are primarily interested in maintaining the flexible motor carrier service 
now available for the transportation of fresh fruits and vegetables and would 
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oppose anything that might destroy the flexibility of the existing service. In 
other words, it is our understanding that they believe it to be in the best interest 
of the agricultural industry that free entry into the transportation field be 
accorded to all so that there will never be a shortage of motor carrier equip- 
ment to handle these commodities, and that due to the almost unknown quantities 
involving volumes of production, ete., that there must be always available a 
large number of trucks on short notice to handle this traffic. Accordingly, so that 
there can be no thought that we desire to destroy such flexibility we have 
withdrawn and do not propose to require that motor carriers of fresh fruits and 
vegetables must apply to the Interstate Commerce Commission for certificates 
of public convenience and necessity before they can operate, or that the existing 
carriers be protected with a grandfather clause permitting them to more 
or less take over all existing transportation in the field of fresh fruits and 
vegetables by motor carrier. 

We have given considerable thought to other questions, such as the necessity 
for having a grandfather clause for brokers who arrange for the shipment of 
fresh fruits and vegetables since a large part of this transportation is actually 
controlled by these brokers and they will no doubt continue to play an important 
part in such transportation. Under the Interstate Commerce Act persons who 
arrange for transportation of commodities subject to regulation must obtain 
brokers licenses from the Commission and we propose that where a man is in busi- 
ness as a broker that he shall be able to continue in business and shall receive 
a license on the basis of his past operations as a broker without requiring that 
he show that his service is consistent with the public interest as required by the 
Interstate Commerce Act now. 

The most important provisions that we propose probably would be that any- 
one desiring to transport fresh fruits and vegetables in interstate commerce, as 
we will explain later, must publish rates with the Interstate Commerce Commis- 
sion and be subject to the provisions of the act applying to such rates and also 
must file insurance with the Intersate Commerce Commission just as all other 
regulated motor carriers must do before they can perform the transportation 
service in which they desire to engage. We think it is in the public interest that 
all carriers proposing to transport the fresh fruits and vegetables in question 
have the necessary insurance on file and for their own protection be governed by 
the rate provisions so that there will not be the chaotic conditions which now 
exist in our industry. The rate regulation we believe to be perhaps the most 
important provision which we propose, together with that involving the require- 
ment for insurance to protect the public. 

We also do not propose that all fresh fruits and vegetables moving in inter- 
state commerce should be regulated, but only after the grower has either sold 
the fruits and vegetables or has consigned them for sale and we propose the 
wording which we believe will put such provision in effect. 

Since there is already before the committee a bill, 8S. 2553, which would amend 
certain provisions of the Interstate Commerce Act, we believe that our amend- 
ment to section 203 (b) (6) of the Interstate Commerce Act should be read in 
the light of the proposed bill and we offer our amendment as an amendment to 
bill S. 2553. We desire to go on record as being in favor of the provisions of bill 
S. 2553 and suggest that there be inserted between section 2 (g) and (h) the 
following provision which would be given the designation of 203 (b) (6) (h). 

“Fresh fruits and fresh vegetables while owned by the original grower and 
moving from the field or orchard where grown (but not including fresh fruits 
and fresh vegetables from any other point or after the grower has divested him- 
self of ownership) .” 

This provision would then be followed by section 203 (b) (h) as now in the 
bill and redesignated 208 (b) (i). 

Section 206 of the Interstate Commerce Act should be amended by including 
at the end thereof provision (c) : 

“This provision shall not apply to the transportation of fresh fruits and vege- 
tables.” 

This same provision should be inserted as sections 207 (c), 208 (e) and 
209 (c). 

Section 211 (a) should be amended by adding thereto the following provision : 
“And provided further, that if any such broker was engaged in arranging for the 
transportation of fruits and vegetables on at the point or points for 
which application is made, or during the season ordinarily covered by such ar- 
rangements and has been so engaged since that time except as to interruptions 
over which the applicant had no control, the Commission shall issue such license 
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without requiring a showing that the continuation of such service would be con- 
sistent with the public interest, if application for such license is made to the Com- 
mission within 120 days after the amendment to section 203 (b) (6) applying to 
the transportation of fresh fruits and vegetables goes into effect and pending the 
determination of such application the broker may continue to operate.” 

As shown, after taiking to the farm group representatives, we are willing to 
give up the requirement for certification of carriers handling fresh fruits and 
vegetables in interstate commerce and we believe it is not asking too much for 
the representatives of the farm group to agree to rate regulation and insurance 
for the protection of the public. We believe that the provision leaving the trans- 
portation of fresh fruits and vegetables for the farmer as long as he owns the 
commodity will certainly give the farmer every protection and benefit he needs 
in his business and our proposal will not deprive him of any of his present 
benefits. 

Very truly yours, 
FRANK B. HAND, JR., 
National Agricultural Transportation League Perishable Commodity 
Carriers Association, Inc. 

Senator Smaruers. I don’t want to hurry you but it is getting late. 
Everything that you have written will be in the record, so that for 
anybody who wants to read it, it will be there. 

Mr. Bucuanan. I have 2 or 3 more points to emphasize, if I may. 
Keep in mind that we have seen a severe storm in this area just in the 
past 2 or 3 days. The trucker often is penalized and has freight de- 
ducted because of storms of this nature, or fog or other adverse 
weather conditions. He is at the mercy of the receiver in many cases 
in those instances. He isat the mercy of the receiver. 

For example, I have a case that I can tell you about, where the 
trucker was instructed to call New York from Laurel. At Laurel, 
Md., he called the New York receiver and the receiver instructed him 
to go to the Delaware truck terminal in Delaware and call again. 
He got there and then he was instructed to go on to Boston. He got 
to Boston and they refused to pay freight and said he was running 
too late and it was a diversion load. They didn’t even care whether 
that trucker had had his adequate rest under the ICC records, and the 
receiver in that instance said, well, he didn’t know whether there were 
1 or 2 men on the truck, and so forth, and the facts are simple, that 
the rates at which this is moving, generally speaking, that is rarely a 
2-man oe 

May I give one other illustration and I will close. I walked into 
the office of one of the iy shippers in the entire country. When 
I walked into the traffic department the traffic manager was talking 
about a truck. His assistant was talking about a truck. So I 
thought business is pretty good, they are now getting a couple of 
trucks here. 

The first thing I knew, it dawned on me that they are both talking 
about the same truck. So the first thing you know, the traffic man 
put his hand over the phone: “What will he go for? Is that the 
best he will do? Won’t go any lower? Tell him ‘No.’ O. K., Joe, 
you take care of that load at 90 cents.” 

I am not being critical of that shipper. That shipper for years 
was one of the finest in the State. It handled its loads at the prevail- 
ing rate scale, but it was forced into these actions by its competition. 

senator Purrett. When you say “prevailing rate scales,” who set 
that prevailing rate scale? 

Mr. BucuanaNn. At that time I presume it was set by competition. 
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Senator Purretx. Because you were unregulated. Now competi- 
tion drove the price down to 90 cents; is that right? Gainthedy 
offered to do it for 90 cents. That, too, is competition. 

Mr. Bucuanan. It isthe law of supply and demand. 

Senator Purreti. Unless there was agreement between the carriers. 
Somebody said, “I will carry it for 90 cents,” and that is what you 
unregulated people are up against. If somebody said he will take 
it for 90 cents, that was the established price. 

Mr. Bucuanan. Except one major correction. It is not usually the 
carrier offering to take it. It is a shipper saying I won’t send it un- 
less it is at such and such a rate. 

Senator Purreti. And the carrier said I will not take it. 

Senator SmatTuers. Senator Yarborough? 

Senator YarsoroucH. At page 9 of your statement you have the 
subhead “The Exempt Truckers Are Forced To Operate Under Un- 
fair Rules and Regulations.” 

Mr. Bucuanan. Yes, sir. 

Senator Yarsorouen. Actually, you don’t have rules and regula- 
tions? You are exempt. 

Mr. Bucwanan. We are exempt from Government rules and regula- 
tions. That perhaps is an improper heading there. The implication 
is the rules and regulations as developed from usage and throughout 
the shipper’s bills of lading. 

Senator YarsoroucH. What you mean really is the competitive 
conditions under which you operate are too burdensome to make it 
profitable ¢ 

Mr. Hanp. Could I answer that ? 

Senator Yarsoroucn. Surely. 

Mr. Hanp. What we are talking about there is that when an exempt 
trucker hauls a load of freight he makes a contract to haul it. The 
bill of lading is the contract. Different shippers have different provi- 
sions in their bills of lading which the exempt trucker has to sign, 
which would never be permitted in the uniform bill of lading under 
the Uniform Bill of Lading Act. There are all kinds of provisions 
that go against the exempt trucker. He has no recourse most of the 
time. When we put in the part about unfair rules and regulations, 
we meant the provisions in the shipper’s bills of lading that moved 
most of this traffic. It is all, of course, written for the benefit of the 
shipper or receiver. 

Senator Yarsoroucu. So that what you are saying is that free en- 
terprise got too tough. It is the man biting the dog, and you have to 
have some help. 

Mr. Hanp. There are some bad ones. One of the inherent rights of 
common carriage is that the man gets paid. In other words, he doesn’t 
have to give up the freight until he gets paid for it. Most of these 
exempt truckers have to sign a bill of lading that they will give up 
their right to hold the freight, and they give up any right to demand 
payment, and under most of these bills of lading, which are contracts 
between the shipper and trucker, even if the freight is not paid then, 

the shipper or the receiver can go and attach that truck and take the 
freight out of it. No common carrier in the world would ever agree 
to anything like that. In fact, it wouldn’t be lawful under the Bill 
of Lading Act. 


SSE ee a i ig LORS 


ef aac cd Die ole SE a 


JG set 


Sat A hte EES, 


i 
: 





1002 PROBLEMS OF THE RAILROADS 


Those are the kinds of provisions that we were thinking of. 

Senator Yarsorouen. Thank you. 

Mr. Bucuanan. The same thing applies with respect to spoilage. 
There can be produce or fruits that are in an unsatisfactory condition 
when they leave the packinghouse. And yet the trucker is held re- 
sponsible for that. Gevtainle none of us here would guarantee to 
deliver something in perfect condition unless we had a basis for know- 
ing it was in reasonably good condition when we started out with it. 

Rinaher Smaruers. Thank you very much, Mr, Buchanan. 

Mr. Bucuanan. I apreciate this opportunity. 

Senator Purre.i. I have one question. I want to get this straight. 
When you speak of regulation, you want regulation of the same 
character that other regulated carriers are subject to? Or are you 
just talking about regulation now having to do with rates? 

Mr. Bucuanan. We want the same as other common carriers. And 
in connection with the request for “grandfather rights,” to permit the 
truckers and truck brokers in business today to be granted a certificate 
to operate as they are now operating. 

Senator Purreti. And subject yourself to all of those regulations 
which go with supervision by regulatory bodies, such as safety and 
so forth? 

Mr. Bucwanan. We are now bound by that, sir. Truckers are re- 
quired by law to abide by that. 

Senator Purreiy. As to safety, that is right? 

Mr. Bucuanan. Yes, sir. 

Senator Purreti. As presently regulated, carriers are subject to 
abide by it? 

Mr. Bucuanan. Yes, sir. 

Senator Smaruers. Senator Yarborough? 

Senator YarsoroucH. Do you have any statistics about the economic 
life of an independent carrier of these products? What is the rate 
of bankruptcy? Do you have any figures on that, as to how long 
they stay in business ? 

Mr. Bucwanan. Frankly, until this season, that I believe has been 
somewhat exaggerated. There are many fine carriers, there are many 
carriers of exempt commodities who have been in the business for a 
substantial length of time. There are also a substantial number who 
have been, you might say, the drifters. And they would drift around 
in an irresponsible way for as long as they could continue to drift 
and then when they could drift no more they would go under. 

Senator Yarsorouen. I wasn’t critical of these exempt carriers. I 
merely thought, from your statement, I didn’t see how they could 
stay in business very long under those conditions. 

Mr. Bucnanan. A lot of them have stayed in business. 

Senator Yarsoroucu. I was wondering about the average business 
life of those carriers. 

Mr. Bucuanan. I have no figures on that. But I can tell you from 
the information that we get into our office that you would be amazed 
at the amount of irresponsibility in this field. We offered to help 
our members on any problem they have, be that unfair trouble with 
a State regulatory body or if they have money due them or unfair 
claims, we invite the members to send in that information, and you 
would be amazed at the problems that they are faced with that way, and 
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a lot of times it is the drifters that cause that problem. Buta lot of these 
people have fine equipment, and have stayed in business for a long 
period of time. 


Senator YarsoroucH. So that the shippers have found it necessary 
to write some of these contracts? 


Mr. Bucuanan. You may have a good point there. Certainly with 
respect to some. 

I might add, sir, with respect to Florida, Florida has what they call 
an auto-transportation brokers law. Under that law the transporta- 
tion broker carries a bond which is payable to the shipper. So if a 
packinghouse in the Florida area deals with a licensed truck broker, 
then in that case the Florida State law offers a protection to the eneee 
in that case. Florida is the only State in the Union that has such a 
law. 

Senator Purrety. What protection does a carrier or trucker have, 
what assurance, for payment for carrying the load? 

Mr. Bucnwanan. His only protection basically is if he protects him- 
self by not unloading until after he gets the money. 

Senator Purtexy. I know a little bit about it. He has a load of 
perishables and takes it up from Florida or Texas to the Northwest 
or the Northeast. He is pretty much at the mercy of the receiver, 
isn’t he? 

Mr. BucHanan. Yes, sir. 

(A communication on this subject subsequently submitted by Mr. 
Buchanan is as follows:) 

Smart Sry te, INc., 


Asheboro, N. C., February 15, 1958. 
NATL, 


Taveres, Fla. 


GENTLEMEN: I have tried every means available to collect the following 
moneys due me but to no avail. I wonder whether you can help. 

(1) Vitalis Truck Lines, 1656 East Grand Avenue, Des Moines, Iowa: On 
November 26, 1957, we took 1 load to Missouri and 1 to Richmond, Va. We have 
never been paid and have written often. 

(2) Ed Tolbert, Box 498, Oneonta, Ala.: On October 25, 1957, we took a load 
to Milwaukee, Wis. He has promised to pay and we have written repeatedly. 

(3) Nelson Truck Brokerage Service, Opelousas, La.: On December 2, 1957, we 
took a load to New York, we got the load through him but took it for the Com- 
mercial Brokerage Co., Crowley, La., these people answered our letters and told 
us they paid Nelson. We spoke to Nelson, we wrote to Nelson but no money. 

(4) Chester Starling, Fort Pierce, Fla.: On December 9, 1957, we took a load to 
New York, the truck broke down. We have tried to find out whether the driver 
collected the money. The load was collect. The driver has disappeared. We 
have written to Starling, spoke to him, wrote to the shipper, Nevins Fruit, Mimms, 
Fla., wrote to the receiver Egan, Fickett, New York. No results. 

It is very unfortunate that people like these prey on the truck owner. It seems 
that the trucker always get the worst of the deal. He has all the investment. 
He must take care of the load. 

He must travel many miles in all kinds of weather and under all conditions. 
Must meet many regulations in different States. Unfortunately, he is at the 
mercy of the truck broker, who is supposed to represent him; the shipper, whose 
merchandise he is watching; the receiver who will penalize him for the slightest 
thing. It isa shame that after hauling under all these conditions that the trucker, 
who has a tremendous investment and upkeep in his equipment is at the mercy 
of so many. It is about time that something was done. I wonder whether the 
Government is aware that a business such as this exists without any regulations 
whatsoever for the people in it? 

I could go on and on regarding the lax way this industry is handled. From 
the drivers, who steal from you and then are hired by another trucker, who never 
checks them, and then steals from him to the many other injustices suffered. 
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At any rate, see if you have any means of collecting these claims for me. Inci- 
dentally, if they have ICC rights could I report them to the ICC? 
Very truly yours, 
Betty LEACH SCHWARz. 


Senator Smaruers. Thank you very much. I must say to you that 
your attorney is going to present to us the language which will effec- 
tuate this proposal. I suggest that you get the endorsement of the 
Florida Fresh Fruit and Vegetable Committee, as well as the Texas 
Fruit and Vegetable Committee, as well as the California Fresh Fruit 
and Vegetable Committee, and you will have made a lot of headway. 
And Connecticut. 

Senator Purrety. You can leave the Connecticut group out. 

Mr. Hanp. Tama lawyer, not 2 magician. 

Senator Smatuers. We appreciate your statement. 

Mr. Bucuanan. Thank you. 

Senator Smaruers. Mr. McCurdy, we appreciate your patience in 
waiting since you come all the way from San Antonio, Tex. 


STATEMENT OF W. M. McCURDY, PRESIDENT, PERISHABLE COM- 
MODITY CARRIERS ASSOCIATION, INC., SAN ANTONIO, TEX. 


Mr. McCourpy. I would like to be clear that I am not paid to be 
here. I am here to represent myself and the association at the same 
time. I am in the trucking business. This association pays me noth- 


ing. Iam here on my own time and what I am telling you is about 
myself. 

I can tell you in 3 minutes just about what is wrong with the deal 
from our side of the fence. 

In our written release it says here that I am president of the asso- 
ciation. I want you to be sure that you understand that I am in the 
trucking business, and not paid by this association. 

Senator Purre.ti. Are you representing the association here? 
Mr. McCurpy. Yes, I am. 

Senator Purre.t. You are speaking for the association / 

Mr. McCurpy. That is true. 

(The complete statement of Mr. McCurdy follows :) 


STATEMENT OF W. M. MoCurpy, PrestmpeNtT, PERISHABLE COMMODITY CARRIERS 
ASSOCIATION, INC., SAN ANTONIO, TEX. 


My name is W. M. McCurdy. I am president of the Perishable Commodity 
Carriers Association, Inc., a nonprofit organization with offices in San Antonio, 
Tex., composed of motor Carriers for hire transporting commodities which are 
exempt from Federal regulation under section 203 (b) (6) of the Interstate 
Commerce Act. Most of our members have offices in the State of Texas and 
operate in the neighborhood of 1,000 motor vehicles in long haul operations in 
the southwestern part of the country. Our operations also are between the 
fruit and vegetable growing sections of Texas and Arizona on the one hand 
and points in the Far West and west coast on the other. This organization 
is rather new and was formed primarily due to the chaotic rate situation 
which has developed in connection with the transportation of this traffic and 
also the claims, kickbacks, rebates, and chiseling which have grown up in this 
industry all to the detriment of our members. 

It is our position that the national transportation policy of the Congress 
provides for fair and impartial regulation of all modes of transportation, so 
administered as to recognize and serve the inherent advantages of each, to 
promote safe, adequate, economical, and efficient Service and foster sound eco- 
nomic conditions in transportation and among all Carriers, to set and enforce 











PROBLEMS OF THE RAILROADS 1005 


reasonable charges for transportation service without discrimination or undue 
preferences and advantages. To properly carry this out we feel that all modes 
of transportation by motor carrier for hire should be under Federal regulation 
and for that reason our position is that our members and the other motor car- 
riers for hire engaged in the transportation of exempt commodities should be 
subject to Federal regulation and we ask the Congress to amend the Interstate 
Commerce Act to provide for such regulation. 

Our problems generally are divided into three categories, namely, abuses, 
costs, and rates. The abuses which we believe are rampant in our industry 
have been very carefully set forth in the statement of the National Agricul- 
tural Transportation League through its witness Mr. Buchanan. The problems 
of that league are the same as the problems of our members. Shippers and 
receivers pit truckers against the rails and truckers against truckers in order 
to create hauling below costs. In this example, of Course, we are our own 
worst enemies and apparently cannot defeat this problem ourselves although we 
have tried numerous times. No matter how hard we try to treat all shippers 
fairly and charge them equal rates we find that someone always manages to 
reduce the rate or propose some advantage which will obtain the traffic and 
take it away from one of our other members or another exempt trucker. Ac- 
cordingly, this situation Creates chaos within the structure and framework 
of the national transportation picture. 

We have found that costs of manpower are up, costs of equipment are up, 
costs of borrowing are up, costs of supplies, fuel, tires, repairs are all consid- 
erably up and the total costs of our operations have had substantial increases 
over the years. On the other hand, our rates have dropped substantially and 
our revenue has fallen to a new low. In view of our increased overhead this 
has resulted in an unsound economic factor which we believe will practically 
ruin our operations and force many of us out of business, both of which would 
be injurious to the shippers using our service. The laws of economics apply 
to us as well as the regulated carriers and while these laws are uniform as 
to our costs, we do not have uniform rates. Accordingly, we propose that Con- 
gress not regulate the railroads but regulate the exempt truckers. We respect- 
fully request that you regulate our industry as well as the railroads for we 
believe we have a place in the national economy as well as any other form 
of transportation. This would keep gouging and kickbacks out and we could have 
our rates fair and uniform to the public where there would be no advantage to 
individual shippers or groups of shippers and a resulting standardization and 
pattern of operations and revenues for our members. 

We have read the statement of Mr. Buchanan for the National Agricultural 
Transportation League and subscribe to what he says. Their organization 
is somewhat larger than ours and somewhat older but our problems are the 
same. We have found that in our area about one-third of the small exempt 
truckers go out of business a year. Of course, there is always someone to 
take their place but the turnover has reached a frightening proportion. Our 
rates are down considerably since 1946. We are also worried about the safety 
of operation since most of ‘our members do not receive sufficient revenues to 
properly maintain their equipment and hire two drivers. 

For all of the reasons given in Mr. Buchanan’s statement, to which we sub- 
seribe, and for the reasons stated here, we respectfully request that the Con- 
gress regulate the exempt truckers as we believe this is the only solution to 
a very serious national problem. 


Mr. McCurpy. My business is hauling fresh fruits and vegetables 
by truck. I have already told you that I am here representing the 
Perishable Commodity Carriers Association. This is a group made 
up of small truckers that operate approximately 1,000 trucks out of 
Texas to all parts of the United States that grow fresh fruits and 
vegetables in commercial quantities. 

Our purpose here is to appear against the railroad proposal that you 
abolish tariffs—their tariff and deregulate exempt commodities. This 
is not the answer to their problem. 

We truckers have taken from the railroads a substantial part of 
their exempt commodities. We did this in most cases by hauling 
for much less than the railroad price and we hung ourselves with our 
own rope. Most of our operators are practically broke. 
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We truckers have the same problem the railroads have. Therefore 
we have found one solution to cure the ills of the railroads and the 
truckers at the same time. 

The answer, regulate the exempt commodity trucker and leave the 
railroads regulated. Make both of us charge a fair and just rate 
for the freight that we haul. 

To deregulate the railroads and let supply and demand straighten 
out the mess that we are both in will not work. The demands for 
our services are in the hands of so few that they dictate to us what 
price they will pay for hauling their freight. 

Commonsense tells us that we can’t run our trucks for less than 
it costs us to run them. But we are forced to do it. We can’t get 
around this problem by ourselves. And we are not coming here 
and asking for regulations like you asked a minute ago, now that it 
is good and we don’t want any more in. 

That is not the case. When we started out we told our customers 
how much the price was, and 10 years ago it wasn’t a bad business. 
Today they tell you, “Look, you want to haul it forsomuch? O. K., 
I will give it to somebody else.” There is nothing else for us to do. 
Our equipment is specialized. We can’t haul sand or gravel or coal. 
It is made to haul produce alone. 

I would also like to mention that we have a written resolution 
that was taken up at one of our meetings. It is all printed out in 
detail about how we think the thing should be regulated. I would 
like to have that entered into the record, and also have it available 
if you would like to read it. 

Senator Smaruers. We will make it a part of the record in full. 

(The resolution follows :) 


PERISHABLE COMMODITY CARRIERS ASSOCIATION, INC., AUSTIN, TEx. 


Distribution: All members. 
Subject: Resolution concerning legislation pending in United States Congress. 


The board of directors being in session at a special meeting called by the 
president in Austin, Tex., on April 6, 1957, and a quorum for transaction of 
business being present, the following resolution was passed without dissent: 


“RESOLUTION 


“Whereas motor carriers transporting fresh fruits and vegetables and other 
perishable commodities now exempt under section 206 (b) (6) of part II of 
the Interstate Commerce Act in interstate commerce having formed an associa- 
tion known as the Perishable Commodity Carriers Association, Inc., for the 
purpose of bringing more stability to the industry, rendering valuable trans- 
portation services to the producers, shippers, and the public generally ultimately 
consuming these commodities, as well as for other purposes; and 

“Whereas certain conditions have developed in the marketing and transporta- 
tion of these commodities that so upset the normal processes of marketing and 
of transportation as to create such chaos in the industry that marketers and 
carriers cannot perform their normal function in making these products avail- 
able for the beneficial consumption by the public generally, with indirect bad 
influences upon the producers ; and 

“Whereas the majoirty of the industry of producing, marketing, and trans- 
porting these perishable commodities goes beyond the boundary of any one 
State as interstate commerce with no one State having jurisditcion to regulate; 

nd 
’ “Whereas that without some governmental body of adequate jurisdiction 
outside the industry to regulate such conditions, such chaos and disruption 
of the industry will continue to the end that there is no stability upon which 
the marketers, shippers, and carriers may depend for further improvement 
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of the services rendered to the public generally in making these perishable 
commodities available at the lowest possible prices and in the best condition 
for consumption ; and 

“Whereas the Interstate Commerce Commission charged with the adminis- 
tration of the act and, after careful study, recognizing the danger of allowing 
such conditions to prevail has brought to bear its expert knowledge of the field 
in recommending to Congress that section 203 (b) (6) of part II of the act be 
amended so as to vest regulation by that Commission of the transportation of 
ordinary livestock, live poultry, fish (including shellfish), or agricultural (in- 
cluding horticultural) commodities (not including manufactured products thereof 
or frozen foods) once these commodities pass the primary market from the 
producer into interstate commerce, in H. R. 5823 in the House of Representatives 
of the 85th Congress, 1st session, and in the corresponding Senate bill 1689; and 

“Whereas, backed by the knowledge gained through years of experience, it 
is the considered opinion and judgment of the board of directors of the Perish- 
able Commodity Carriers Association, Inc., that such legislation and regulation 
is necessary and beneficial to the entire industry from producer to marketer, 
shipper, carrier to the ultimate consumer and will insure more than adequate 
transportation being available : Now, therefore, be it 

“Resolved— 

“I, That the board of directors of the Perishable Commodity Carriers Asso- 
ciation, Inc., be on record that such legislation and regulation is favored, condi- 
tioned upon: 

“(a) That during the changeover from nonregulation of the transportation 
of such commodities to regulation of such commodities by the Interstate Com- 
merce Commission under the act, adequate provision for the continued opera- 
tion of all available motor-vehicle equipment now engaged in such service shall 
be made; 

“(b) That fresh fruits and vegetables be included in any list of specific named 
commodities taken out of the exemption from regulation now contained in 
section 208 (b) (6) of part II of the act should the generic terms ‘agricultural 
(including horticultural) commodities (not including manufactured products 
thereof or frozen foods)’ not be used in amending the section ; 

“(c) That adequate provision be made for ‘grandfather rights’ so that all 
carriers now engaged in this service may be issued operating rights as a matter 
of right and without the necessity of showing public convenience and necessity 
to the end that the great abundance of transportation service now available to 
the shippers may continue in such service ; 

“(d) That such ‘grandfather rights’ be so granted upon qualification by the 
carrier under such rules and regulations as may be prescribed by the Interstate 
Commerce Commission and the territory to be authorized to be served by the 
carrier so described in broad terms of radial or nonradial description, rather 
than between specifically named points. 

“II. That this resolution be circulated to all members of the association with 
the request that such be resubmitted to the individual member’s United States 
Senator and Congressman. 

“Approved without dissent. 

“OQ. H. Lanier, President; G. O. Woodruff, W. A. Jackson, M. W. 
McCurdy, Ray Collins, Cy Weller, G. W. Siler, A. A. Stewart, 
Otto H. Leavall, Homer Connel, Buster Williams, Berl Gaiser, 
C.K. McClelland, W. H. Kale.” 

O. H. LANIER, President. 

Attest: 

A. A. Stewart, Secretary-Treasurer. 

Mr. McCurpy. I would like to be sure that you understand that the 

roblem that we fellows have is not just in Texas, it is not just in 

‘lorida, it is just all over the United States. You can’t find a produce 
trucker that the finance companies are not looking for, and he has his 
back against the wall. 

You say, “How in the world are some of them still in business?” 
They either have a wife that works or they have another business. If 
they have a farm, they might make money enough off the farm in 
order to keep the trucks running. 
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But a little bit ago I think you had the idea that possibly it was a 
supply and demand situation; there were too many trucks. That is 
not the case. You can’t get a good price for hauling loads when there 
are notrucks. It can get just as good as far as demand goes for trucks 
as it can get, and you ask the man a fair price and he willsay no. They 
have us guys in their clutches right now and they are not going to let 
us loose. 

For example, they let us haul potatoes from California to Houston 
for $1.12. When trucks get real short they pay $1.15. The railroads 
charge about $1.50. We haul it quicker than the railroad and we are 
responsible for them, but they won’t pay us $1.50. If they run out of 
trucks, before they would let us get out of their clutches and up the 
eg to $1.35, do you know what they will do? They will put one 

oad in the railroad car and ship it in there. They will put out that 
extra money, but they don’t want to ever let us get loose from them to 
where we can get paid for our service. If you can show me any way 
that we can straighten that mess out without coming up here and 
asking for help, I would like to have you do it, because we have not only 
figured it ourselves, we went to the banks and asked for help, we went 
to the finance companies and asked them, we have asked experts in 
different fields of transportation. And there is nobody has the answer. 

If you deregulate the railroads and let them take away their tariff 
where they can get out here and haul cheap enough to get back the 
hauling that they lost to us, they haven’t got nothing, because we 
don’t want it ourselves. 

So you are not going to get any help from them, and you couldn’t 
give it to a motor-freight-line operator. He wouldn’t have it, because 
he couldn’t afford to be hauling the stuff at the price we are hauling it. 

It looks to me like are not out of line in asking that it be regulated, 
because the ICC extracts from us everything they extract from the 
freight line. We have to abide by every law, but they do nothing in 
the world to help you. They come along and put you out of business, 
but as far as doing a thing in the world to help you, that is not in their 
department. 

It costs money to abide by some of the things they figure out. They 
are depriving us of the right to make the money to abide by all these 
laws. 

You hear testimony by these freight-line operators when they are 
up here asking you to take one of these items off of the exempt list and 
hand it back to the common-carrier freight line where they can handle 
it real good with their real good equipment, and they tell you that the 
exempt hauler is operating out of a telephone booth on the corner 
and that you can’t depend on him. 

Well, don’t be misled about that, because this man, this big freight- 
line operator who comes down to you, he tells you like the man who 
was talking about chickens this morning; he says, “You have to take it 
away from the exempt hauler and let us have it because we are respon- 
sible.” You just check back and see where that freight line was about 
25 years ago. He was a small trucker and he didn’t amount to noth- 
ing. He couldn’t pay his bills or anything. They regulated him to 
where he could get a decent price for his service and he amounts to 
something. 
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But where he started, he didn’t start no better off than we did. We 
are just the same kind of people he is, only he has the law on his side 
to where he can make a living, and we can’t. But as far as operating 
out of the telephone booths and not being responsible, that 1s true of 
just part of the people that are in it. baa 

There are some that should be out, but the majority of them are 
reliable. If they were regulated where they had an even break with 
any other type of transportation, and where the customer couldn’t set 
there and tell you, “Look, you are going to take this load for so much 
and no more,” and you can’t never manufacture any product when 
you have to sell it to somebody and they control every sale that you 
can make, the first thing you know they have you broke, That is ex- 
actly the position we are in. I don’t know of any other answer than 
regulated rates. 

Senxter Smaruers. All right, sir. Thank you very much, Mr. 
McCurdy. : 

I want you to know that your testimony has been very graphic. I 
know that you are very sincere about your statements. We will look 
at it in just that fashion, you can be certain of it, that it is as serious 
as you present it. 

Senator Purret.. I agree with the expressions of the chairman. 
Your testimony has been very helptyt to us. Your sincerity is ap- 
parent. Your knowledge of the subject impressed me. I think your 
coming here has been of great benefit to me as a member of this com- 
mittee and I want to thank you for coming. 

Mr. McCcrpy. I thank you for letting me appear. 

Senator Yarsoroucn. Mr. McCurdy, in the second paragraph of 
page 3 of your statement you say: “We have found that in our area 
about one-third of the small exempt truckers go out of business a 

year. 
" Mr. McCurpy. That is true. 

Senator YarsoroucH. Others come in and take their place? 

Mr. McCurpy. About as fast they go out. 

Senator Yarsorouen. I beg your pardon ? 

Mr. McCurpy. About as fast as they go out, another will come in. 
But there is about a third of them each year go out of business be- 
cause they are bankrupt. They never sell out, they just go broke and 
go out. 

Senator Smatuers. Thank you very much. 

Senator YarsoroucH. Thank you for your testimony. 

Senator Smaruers. At this point in the record we will insert a 
copy of a letter and attachment received from the Middlewest Shipper- 
Motor Carrier Conference. 

MIDDLEWEST SHIPPER-MoTOR CARRIER CONFERENCE, 


St. Paul 6, Minn., March 25, 1958. 
Hon. WARREN G. MAGNUSON, 


Member, Surface Transportation Subcommittee, 
Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C. 
Deak Sir: As chairman of the legislative committee of the Middlewest Shipper- 
Motor Carrier Conference, the writer has been charged with the responsibility 
of acquainting you with their views covering bills H. R. 5523 and H. R. 5524, 


known as the three “shall nots,” which propose to amend section 15A of the 
Interstate Commerce Act. 
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The Middlewest Shipper-Motor Carrier Conference is composed of transporta- 
tion executives from private industry and motor carrier representatives from a 
12 Midwest State area. The purpose of this organization is to promote the 
welfare of the public through cooperative efforts of industry and motor common 
carriers. Membership is voluntary and consists of people dedicated to transpor- 
tation and its many facets as a career. 

The Middlewest Shipper-Motor Carrier Conference which met in Wichita, 
Kans., on January 7-8, 1958, considered as a group bills H. R. 5523 and H. R. 5524, 
which are now being discussed in Congress. As a result of these deliberations by 
the entire membership present, a resolution was adopted regarding the position 
oy the membership on these bills. This resolution is attached for your considera- 

on, 

We urge that you consider seriously the resolution adopted by this conference, 
and that you also consider the effect on the various types of transportation and 
shippers of any further curtailment of the Interstate Commerce Commission’s 
ratemaking power. 


Yours very truly, 
J. F. Day, 


Chairman, Legislative and Defense Transportation Committee. 


MIDDLEWEST SHIPPER-MoToR CARRIER CONFERENCE RESOLUTION 


Whereas bills H. R. 5523 and H. R. 5524 provide for amending section 15A of 
the Interstate Commerce Act by directing that the Interstate Commerce Com- 
mission, in setting just and reasonable rates, “shall not consider the effect of 
such rates on the traffic of any other mode of transportation; or the relation 
of such rates to the rates of any other mode of transportation; or whether such 
rates are lower than necessary to meet competition of any other mode of trans- 
portation ;” and 

Whereas it appears that the present scale of ratemaking in section 15A of the 
Interstate Commerce Act affords sufficient latitude in determining the rail car- 
riers’ rate level in fixing truck competitive rates with the Commission’s approval! ; 
and 
Whereas any curtailment of the Commission’s ratemaking power would permit 
destructive ratemaking and uncontrolled competition which would eventually 
ruin other competitive transportation agencies ; and 

Whereas any trend toward destructive or selective ratemaking would be harm- 
ful to all shippers and contrary to the purposes of the national transportation 
policy of the Congress: Now, therefore, be it 

Resolved, That the Middlewest Shipper-Motor Carrier Conference records its 
opposition to H. R. 5523 and R. R. 5524 as being unnecessary and detrimental to 
the best interests of the country. 

Adopted at Wichita, Kans., January 8, 1958. 


Senator Smatuers. The committee will be in recess until 10:30 


Thursday morning. : 
(Whereupon, at 5:46 p. m., the subcommittee was adjourned, to re- 


convene at 10:30 a. m., Thursday, February 20, 1958.) 
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THURSDAY, FEBRUARY 20, 1958 


Unrirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., in 
the caucus room, Senate Office Building, Senator George A. Smathers 
presiding. 

Senator Smaruers. The meeting will come to order. 

We have as our first witness this morning Mr. Edwin N. Yeary, 
president of the Yeary Transfer Co., Inc., Winchester, Ky. 

We are happy to have you here, Mr. Yeary. 


STATEMENT OF EDWIN N. YEARY, PRESIDENT OF THE YEARY 
TRANSFER CO., INC., WINCHESTER, KY., ACCOMPANIED BY 
WILLIAM HAYES 


Mr. Yrary. Mr. Chairman and members of the subcommittee, I 
am Edwin Yeary, president of the Yeary Transfer Co., Winchester, 
Ky. I have with me my attorney, Mr. William Hayes, whom I 
woud like to have sit in and answer any technical questions, if I may 
have permission. 

Senator Smatuers. We will be happy to have him. 

Mr. Yeary. I have prepared a written statement. To conserve 
your time I would like to summarize the first five and a half pages. 
The latter part I would like to read. 

The Yeary Transfer Co. is a certified carrier and operates a major 
portion of its operation as an exempt carrier. Our operation is 
majorly worked out through hauling of redried tobacco. That in- 
cludes the leaf, stem, and strip. Also, we are haulers of fresh fruits 
and vegetables, frozen fruits and vegetables, and fresh and frozen 
poultry. 

I appear in support of the agricultural exemption as now set forth 
in section 203 (b) (6) of the act, and as interpreted by the courts. 
This section clearly expresses the congressional intent to exempt the 
transportation of agricultural commodities from regulation. 

Unfortunately, the Interstate Commerce Commission adopted a 
policy of restrictive interpretation of the section, first by the poison- 
vehicle doctrine which was stricken down by the courts. Then came 
the channel-of-commerce theory which the Commission abandoned. 
Immediately it embarked upon a restrictive-commodity interpreta- 
tion. This has been defeated consistently. Finally came the trip- 
lease order which was disposed of by Congress. 
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A very informative decision of these actions may be found in Judge 
Graven’s decisions of Allen FE. Kroblin vy. CC. It is plain by some 
that the agricultural exemption has been broadened by the court 
decisions. 

It is my decision that the courts have only given realistic effect to 
the clear congressional intent in the light of the present-day condi- 
tions. 

(The first part of Mr. Yeary’s written statement, as referred to 
above, is as follows :) 

Mr. Yeary. The Yeary Transfer Co., Inc., is the owner and holder 
of Interstate Commerce Commission Certificate No. MC-109540, which 
certificate, among other things, authorizes the transportation over 
irregular routes of agricultural products: 


LIVESTOCK AND AGRICULTURAL PRODUCTS 


Between points in Kentucky, one the one hand, and, on the other, 
— in Alabama, Florida, Georgia, Illinois, Indiana, Maryland, 

ichigan, Missouri, New Jersey, New York, North Carolina, Ohio, 
Pennsylvania, South Carolina, Tennessee, Virginia, West Virginia, 
and Wisconsin. 

Even though the Yeary Transfer Co., Inc., is the holder of the 
above-described certificate, the major portion of the transportation 
which it performs is of so-called exempt commodities conducted pur- 
suant to the provision of 203 (b) (6) of the Interstate Commerce 
Act. Typical of the commodities transported by it on an exampt 
basis are redried tobacco leaf, stems and strips; fresh and frozen 
fruits and vegetables; and fresh and frozen uttey: 

Our operation in the transportation of these commodities may be 
roughly described as encompassing the area from Maine to Texas and 
Florida to Wisconsin. The company owns and operates in interstate 
commerce on a year-round basis over 100 pieces of equipment of the 
latest and best type. The movement of farm commodities is seasonal 
and when such movements are at the peak we operate approximately 
160 units. The company in its exempt operations, as well as in its 
much smaller certificated operations, meets or exceeds all requirements 
of the Interstate Commerce Commission relative to safety, hours of 
service, and insurance. Indicative of this is the fact that we maintain 
at a cost of approximately $2,000 per month a complete safety de- 
partment. 

The growth and development of the company is the result of the 
rendition of a needed, flexible, and reliable service in the conduct of 
the above-described exempt carriage. Our operating experience over 
the years has been good and we have made a reasonable profit. Many 
desire to refer to our type of operation as a gypsy operation which, like 
many other catch phrases, is intended to create prejudice and fails to 
give consideration to the actual facts. 

In view of the fact that a substantial portion of our business is 
exempt carriage we are vitally interested in the attempt which has 
been made by the previous carrier witnesses before this committee to 
persuade you that elimination or a substantial narrowing of the pres- 
ent provisions of section 203 (b) (6) under which such carriage is 
permitted is desirable and would be in the best interest of the public 
generally. I strongly disagree with that position. 
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The bill that eventually culminated in the Motor Carrier Act in 
1935 was opposed by many interested persons and organizations. 
This opposition may be summed up as being founded upon the fol- 
lowing 5 distinct grounds: 

1. 1t would increase the cost of highway transportation. 

2. It would impair the flexibility of highway transportation. 

3. It would vest a Federal Commission with unlimited power to 
force increases of charges or it would authorize such a commission 
to suspend rates embodying reduced charges. 

4. It would impose rigid and extreme regulation. 

5. Small purveyors of highway freight would be squeezed out. 

Though these arguments in opposition to the passage of the Motor 
Carrier Act did not prevail, Coben recognized that they were 
especially forceful where the transportation involved was that of 
agricultural commodities. Efficient and prompt transportation of 
agricultural commodities, as a group, requires greater flexibility on 
the part of the transportation organization effecting the movement 
than is required in the movement of other types of traffic. Accord- 
ingly Congress included section 203 (b) (6) in the Motor Carrier Act 
of 1935. The exemption specifically provided that motor vehicles 
used in the transportation of “agricultural commodities (not including 
manufactured products thereof) “were not subject to any regulation 
by the Interstate Commerce Commission except as to hours of service 
and safety regulations. The congressional intent was clearly ex- 
pressed ; namely, the intent to exempt transportation of agricultural 
commodities from regulation by the Commission. 

‘As soon as the Motor Carrier Act including this provision was en- 
acted, the Interstate Commerce Commission embarked upon a policy 
of restricted interpretation. This policy was designed to nullify the 
expressed congressional intent. This restricted interpretation first 
was attempted through the adoption by the Interstate Commerce 
Commission of what has been called the poison-vehicle doctrine. This 
doctrine was founded upon the view that once a motor vehicle was 
used to transport nonexempt commodities in interstate commerce the 
use of that vehicle was forever subject to regulation by the Commis- 
sion irrespective of whether the commodities subsequently transported 
were exempt agricultural commodities. The court struck down this 
restrictive interpretation in the case of /nterstate Commerce Com- 
mission Vv. Dunn (166 F.2d 116). 

Upon the destruction of that doctrine the Commission then em- 
barked upon another theory of restrictive interpretation, the channels- 
of-commerce theory. The Interstate Commerce Commission then pur- 

suant to its newly adopted channels-of-commerce theory took the view 
that the exemption applied only to that transportation involved in the 
movement from farm to the first market, or first entry into the channels 
of commerce. This of course meant that the exemption would have 
little or no effect because the greater majority of movements from the 
first market or to entry into the channels of commerce would not be 
interstate commerce but rather intrastate commerce. Intrastate com- 
mer¢e is not regulated by the Interstate Commerce Commission. The 
channels-of-commerce theory was abandoned by the Commission in 
the determinations case decided April 13, 1951. 
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Having suffered reversals in these attempts to have unrealistic and 
restrictive interpretations adopted in regard to the scope of the 
exemption the Commission made another attempt. It decided to con- 
sider separate commodities, tagged individually, as being manufac- 
tured commodities. Some rather unusual results came from this new 
approach. It found that scarified seeds were not agricultural com- 
modities but rather manufactured products thereof. Doubtless all 
of you are aware that the scarifying of seeds consists of nothing more 
than scratching the seed in an effort to promote germination. From 
this decision comes an unusual result. This Commission has produced 
a manufactured commodity that is capable of reproducing itself. 
Without burdening you with further illustrations there is attached to 
this statement as exhibit I a list of commodities found by the Com- 
mission not to be agricultural commodities but to be manufactured 
products thereof, together with legislative and court changes. 

The next step was the issuance by the Interstate Commerce Com- 
mission of a series of orders prescribing rules and conditions designed 
to regulate leasing operations. Its order of May 8, 1951, among other 
provisions, Seohintted the leasing of vehicles for less than a 30-day 
oe After many protestations Congress took up the matter and 

ollowing exhaustive hearings before both Senate and House com- 
mittees extending over a period of about 3 years Congress in August 
of 1956 finally enacted Public Law 957 which specifically exempts 
agricultural haulers from the 30-day trip-leasing limitation. 

The defeat of the Commission in its efforts to interpret the exemp- 
tion so as to nullify its benefit to the farmer and the consumer has 
resulted in charges that the exemption has been broadened by court 
decision. 

I take issue with this charge. The simple fact is that the courts 
have only given a reasonable and sensible interpretation to the con- 
gressional pronouncement and attempted to effectuate the manifested 
congressional intent. 

An informative discussion of the legislative history of the agricul- 
tural exemption and of the Commission’s many efforts to nullify this 
exemption is contained in the opinion of Judge Henry N. Graven of 
the United States District Court for the Northern District of Iowa 
in /nterstate Commerce Commission v. Allen E. Kroblin (113 Fed. 
sub. 559). This opinion details also the numerous attempts of the 
Commission and the regulated carriers, both motor and rail, to per- 
suade Congress to restrict the exemption. A copy of the opinion 
rendered by Judge Graven is attached as exhibit 2. 

(The documents submitted by Mr. Yeary are as follows:) 


Epwin N. Yeary Exursit I 


In docket No. MC-C-968, Determination of Exempted Agricultural Commodi- 
ties (also embraces No. MC-107669 Norman HE. Harwood Contract Carrier Appli- 
cation), decided April 13, 1951 (52 M. C. C. 511), the Interstate Commerce 
Commission determined the following commodities to be embraced within the 
statutory exemption: 

Fruits, berries, and vegetables which remain in their natural state, including 
those packaged in bags or other containers, but excluding those placed in hermet- 
ically sealed containers, those frozen or quick frozen, and those shelled, sliced, 
shredded, or chopped up. 

Fruits, berries, and vegetables dried naturally or artificially. 
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Seeds, including inoculated seeds, but not seeds prepared for condiment use 
or those which have been deawned, scarified, or otherwise treated for seeding 
purposes. 

Forage, hay, straw, corn and sorghum fodder, corn cobs, and stover. 

(a) Hops and castor beans, and (b) leaf tobacco, but excluding redried 
tobacco leaf. 

Raw peanuts, and other nuts, unshelled. 

Whole grains, namely, wheat, rye, corn, rice, oats, barley and sorghum grain, 
not including dehulled rice and oats, or pearled barley. 

(a) Cotton in bales or in the seed, (0) cottonseed and flaxseed, and (c) ramie 
fiber, flax fiber, and hemp fiber. 

Live poultry ; namely, chickens, turkeys, ducks, geese, and guineas. 

Milk, cream, and skim milk, including that which has been pasteurized, stand- 
ardized milk, homogenized milk and cream, vitamin D milk, and vitamin D 
skim milk. 

Wool and mohair, excluding cleaned and scoured wool and mohair. 

Eggs, including oiled eggs, but excluding: whole or shelled eggs, frozen or 
dried eggs, frozen or dried egg yolks, and frozen or dried egg albumin. 

(a) Trees which have been felled and those trimmed, cut to length, peeled, or 
split, but not further processed, and (0) crude resin, maple sap, bark, leaves, 
Spanish-moss, and greenery. 

Sugarcane, sugar beets, honey in the comb, and strained honey. 

From report on further consideration No. MC-—89207 (Monark case) mimeo- 
graphed sheet 9, released with Harwood report: 

We find that the term “fish (including shellfish)” as used in section 203 (b) 
(6) of the Interstate Commerce Act means frozen, quick frozen, and un- 
frozen fish and shellfish in the various forms in which it is shipped, such as live 
fish, fish in the round, beheaded and gutted fish, filleted fish, beheaded shrimp, and 
oysters, clams, crabs, and lobsters, with or without shells, including crabmeat 
and lobster meat, but excluding fish and shellfish in hermetically sealed contain- 
ers and fish and shellfish which have been otherwise treated for preserving such 
as smoked, salted, pickled, spiced, corned, or kippered. 

Subsequent to findings of the Interstate Commerce Commission, legislative 
changes and court actions have determined additional commodities to be em- 
braced within the exemption as follows: 


LEGISLATIVE CHANGE 


Public Law 472, 32d Congress, approved July 9, 1952, amended the statute by 
adding “(including horticultural)” following the word “agricultural.” 
Nursery stock, cut flowers, bulbs, etc. 


COURT ACTIONS 


United States Court of Appeals, Sixth Circuit (104 F. (2) 151) I. 0. C. v. Yeary 
Transfer Co., February 20, 1953 
Redried tobacco leaf 
United States District Court, Nashville, Tenn. (112 F. Supp. 109) J. @. ©. v. 
Wagoner, May 1, 1953 
Cleaned or scoured wool and mohair 
United States Supreme Court (dockets Nos. 162, 163, and 164) I. 0. 0. v. Frozen 
Food Express, April 23, 1956 
Fresh or frozen dressed poultry 
United States Supreme Court, Newark, N. J. (civil action No. 2-55) I. 0. 0. v. 
Consolidated Truck Service, September 28, 1956 
Raw shelled nuts 
United States Supreme Court (docket No. 365) I. 0. C. v. Home Transfer € 
Storage Co., November 5, 1956 
Frozen fruits and vegetables 
United States District Court, Houston, Tex. (civil action No. 8285) Frozen Food 
Bopress v. I. C. 0., December 31, 1956 
Frozen whole eggs; rice bran, rice polish, fresh cut-up vegetables in cello- 
phane bags; shelled peanuts; peanut shells ground; rolled barley ; cotton- 
seed hulls; feathers; frozen milk and cream; cotton linters; chopped hay; 
seeds, deawned or scarified. 
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United States Supreme Court (dockets Nos. 258, 263, and 270) J. C. C. v. Froaen 
Food Pzpress, October 14, 1957 
Dried egg powder; dried egg yolks; fruits or vegetables (quick frozen) ; 
powdered milk; buttermilk 
United States Supreme Court (dockets Nos. 148 and 149) J. C. C. v. Premier Peat 
Moss Corp., October 14, 1957 
Peat moss 


Epwin N. Yeary Exursit No. 2 
INTERSTATE COMMERCE COMMISSION v. ALLEN B. KRrosiin, INC. 
Civ. A. No. 615 
United States District Court, N. D. Iowa, E. D., June 30, 1953 


Action by Interstate Commerce Commission to enjoin defendant from trans- 
porting New York dressed and eviscerated poultry in interstate commerce by 
truck without certificate of public convenience and necessity. The District 
Court, Graven J., held that such poultry did not constitute “manufactured 
products” within Interstate Commerce Act provision exempting agricultural 
commodities, not including manufactured products thereof, from certificate pro- 
visions of Act. 

Judgment in accordance with opinion. 


1. Commerce G95 


In action by Interstate Commerce Commission to enjoin defendant from trans- 
porting dressed and eviscerated poultry in interstate commerce without cer- 
tificate of public convenience and necessity, wherein defendant admitted that 
it was engaged in interstate transportation of property by motor vehicle, de- 
fendant had burden of establishing that its activities came within agricultural 
exemption of the Interstate Commerce Act. Interstate Commerce Act, § 203 
(b) (6),49 U.S. C. A. § 308 (b) (6). 


2. Courts G96 (1) 
Statutes G-217.4, 219 


Phrases “agricultural commodities” and ‘manufactured products thereof” as 
used in agricultural exemption in Interstate Commerce Act, are ambiguous, and, 
therefore, resort would be had to decisions construing provisions of such exemp- 
tion and to extrinsic aids of legislative history and administrative interpretation 
in determining meaning of such phrases. Interstate Commerce Act, § 203 (b) 
(6), 49 U.S. C. A. § 303 (b) (6). 


3. Commerce G85 (3) 


Under Interstate Commerce Act, application of agricultural exemption, in so 
far as it relates to trucks operated by farmers themselves and to livestock in 
agricultural commodities, is mandatory but, to extent that it deals with casual 
transportation, is discretionary with the Interstate Commerce Commission. In- 
terstate Commerce Act, § 208 (b) (1-9, 4a), 49 U. 8S. C. A. § 3083 (b) (1-9, 4a). 


4. Statutes C219 


Construction placed by Interstate Commerce Commission upon Interstate Com- 
merce Act is entitled to great weight and is not lightly to be interfered with 
by the courts. Interstate Commerce Act, § 201 et seq., 203 (b) (6), 49 U. S.C. A. 
§§ 301 et seq., 303 (b) (6). 


5. Statutes C219 


In construing statutes, weight to be given by courts to administrative interpre- 
tation thereof is based in part upon theory that a particular agency has expert- 
ness in particular field in which it has been entrusted with responsibility by 
Congress. 


6. Commerce G85 (3) 


New York dressed poultry or eviscerated poultry did not constitute “manu- 
factured products” within Interstate Commerce Act provision exempting agri- 
cultural commodities, not including manufactured products thereof, from cer- 
tificate provisions of Act. Interstate Commerce Act, § 203 (b) (6),49 U.S. C. A. 
§ 308 (b) (6). 


See publication Words and Phrases, for other judicial constructions and definitions of 
“Manufactured Products.” 
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James A. Murray, Associate Chief Counsel, Interstate Commerce Commis- 
sion, Washington, D. C., Donald R. Partney, Atty., Interstate Commerce Com- 
mission, Kansas City, Mo., and Asa Merrill, Atty., Interstate Commerce Com- 
mission, New York City, for plaintiff. 

Craig H. Mosier, of Mosier & Mosier, Waterloo, Iowa, for defendant. 

Charles W. Bucy, Associate Sol., Washington, D. C., Henry A. Cockrum, and 
Harry Ross, Jr., Attys., Office of Sol., United States Department of Agriculture, 
Washington, D. C., for the Secretary of Agriculture, amicus curiae. 

GRAVEN, District Judge. 

The issue in this case is whether or not the interstate transportation by 
truck of New York dressed and eviscerated poultry is within the scope of the 
so-called agricultural exemption of the Interstate Commerce Act. Section 
303 (b) (6) of 49 U. S. C. A.; Section 303 (b) (6) of Title 49 of the United 
States Code. In the United States Statutes at Large, Chapter 498, 49 Statutes 
543, 544, that Section appears as Section 203 (b) (6). In the legislative his- 
tory that Section is referred to as Section 208 (b) (6). For that reason it 
will be referred to herein by that number. 

[1] In this action the Interstate Commerce Commission claims that the defend- 
ant is engaged in transporting New York dressed and eviscerated poultry in in- 
terstate commerce without a certificate of public convenience and necessity. 
The Commission asks that the defendant be enjoined from so doing until he 
obtains such certificate. The defendant admits that it is so engaged and that 
it does not have a certificate of public convenience and necessity. It claims that 
under the provisions of Section 203 (b) (6) it is not required to have such 
certificate. The defendant having admitted that it is engaged in interstate 
transportation of property by motor vehicle, the burden is upon it to establish 
that its activities come within the exemption. U.S. v. Krinvie Bros., D. C. E. D. 
Pa. 1942, 47 F. Supp. 481: U.S. v. Chadwick, D. C. E. D. Pa. 1940, 39 F. Supp. 204. 
The Secretary of Agriculture asked for, and was given, permission to appear as 
amicus curiae. Counsel for the Secretary of Agriculture also filed written 
briefs and participated in the oral arguments. The position of the Secretary 
of Agriculture is the same as that of the defendant and is opposed to that of the 
Interstate Commerce Commission. The written briefs filed and the oral argu- 
ments made in behalf of the plaintiff, the defendant, and the amicus curiae were 
all outstanding and a credit to the legal profession. 

Section 203 (b) (6), above referred to, in its present form exempts from 
the certificate provisions of the Act: 

“* * * (6) motor vehicles used in carrying property consisting of ordi- 
nary livestock, fish (including shell fish), or agricultural (including horti- 
cultural) commodities (not including manufactured products thereof), if 
such motor vehicles are not used in carrying any other property, or passen- 
gers, for compensation”. 

While Section 203 (b) (6) includes fish as well as horticultural commodities, 
it is commonly and generally referred to as the agricultural exemption. 

This particular case is but one engagement of a much larger battle that has 
been raging for many years. The battle commenced when legislation was pro- 
posed granting regulatory powers to the Interstate Commerce Commission as 
to interstate transportation by motor vehicles and has continued ever since. 
By the Motor Carrier Act of 1935, now Part II of the Interstate Commerce Act, 
49 U. S. C. A. § 301 et seq., Congress granted the Interstate Commerce Commis- 
sion such regulatory powers. The battle has been, and is being, waged as to 
what regulatory powers the Interstate Commerce Commission sl ould have as to 
the interstate transportation by motor vehicles of products generally referred 
to as agricultural commodities, and as to the exact scope of Section 203 (b) (6). 
Those engaged in interstate transportation by motor vehicle who operate under 
certificates of public convenience and necessity issued by the Interstate Com- 
merece Commission under the Act are generally referred to as regulated or cer- 
tificated carriers. Those who are so engaged without being required to ebtain 
such certificates are generally referred to as unregulated or uncertificated 
earriers. The battle referred to has been waged on the floors of the House and 
the Senate, before Congressional Committees, before the Interstate Commerce 
Commission, and in the Courts. In that battle the regulated motor vehicle 
earriers and the railroads have, in general, contended for very limited exemp- 
tions from the certificate provisions of the Act and for a strict construction of 
the provisions providing for exemptions. Farm groups, other groups interested 
in the scope of the coverage of Section 203 (b) (6), the unregulated carriers, 
and the Department of Agriculture have in general advocated a broad statutory 
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exemption from the certificate provisions of the Act and for a liberal construc- 
tion of the exemption provision as enacted. , 

The controversy has largely resolved around the matter of the exemption in 
favor of commercial truckers engaged in hauling farm and other commodities. 
There has been little controversy as to the exemptions in favor of farmers who 
use their own trucks to haul their produce to market and in hauling supplies 
to their farms. 

Chapter 1 of the Motor Carrier Act of 1935 declared the National Transporta- 
tion Policy. This same statement of policy was, by Act of September 18, 1940, 
ec. 722, Title I, § 1, 54 Stat. 899, inserted before Part I of the entire Interstate 
Commerce Act, 49 U. S. C. A. note preceding section 1, to become the policy of 
the entire Act. That statement of policy is as follows: 

“It is hereby declared to be the national transportation policy of the 
Congress to provide for fair and impartial regulation of all modes of trans- 
portation subject to the provisions of this Act, so administered as to recog- 
nize and preserve the inherent advantages of each ; to promote safe, adequate, 
economical, and efficient service and foster sound economic conditions in 
transportation and among the several carriers; to encourage the establish- 
ment and maintenance of reasonable charges for transportation services, 
without unjust discriminations, undue preferences or advantages, or unfair 
or destructive competitive practices; to cooperate with the several States 
and the duly authorized officials thereof; and to encourage fair wages and 
equitable working conditions—all to the end of developing, coordinating, and 
preserving a national transportation system by water, highway, and rail, 
as well as other means, adequate to meet the needs of the commerce of the 
United States, of the Postal Service, and of the national defense. All of the 
provisions of this Act shall be administered and enforced with a view to 
carrying out the above declaration of policy.” 

It has been and is the view of the Interstate Commerce Commission that since 
the Motor Carrier Act was remedial legislation the Act as a whole should be 
liberally construed to carry out its over-all purpose and policy. It has been, and 
is, the position of the Interstate Commerce Commission that a liberal construc- 
tion of the exemptions from the Act would tend to defeat and negative the over- 
all purpose and policy of the Act and that the carrying out of such purpose and 
policy requires a strict construction of its exemptions. It is also the view of the 
Interstate Commerce Commission that the existence of a large number of car- 
riers engaged in interstate transportation who are not subject to the certificate 
provisions of the Act tends to break down and seriously impair the general 
regulatory authority and powers assigned to it by Congress. 

In 1952 the Senate Committee on Interstate and Foreign Commerce held com- 
mittee hearings on a number of bills, including 8S. 2357. That bill, as originally 
introduced, provided for a narrowing of the scope of the agricultural exemption. 
The hearings were reported at pages 371 to 522 of a document entitled “Domestic 
Land and Water Transportation Hearings Before The Committee on Interstate 
and Foreign Commerce, United States Senate, Eighty-Second Congress, Second 
Session.” That document will hereafter be referred to as Senate Hearings S. 
2357 or as S. H. 2357. At those hearings statements were made which indicate 
some of the problems presented by the existence of unregulated carriers. In 
S. H.-S. 2357, on page 403, the following appears: 

“Senator Bricker. * * * On the other hand, you have got a competitive 
situation here between those who have to pay the charges of regulation, who 
have to be confined to certain routes, who have to enter into contracts. 
* * * with those who have absolutely no regulation, no responsibility to any 
public authority at all, and it largely comes under the exemption here of 
agricultural products * * *.” 

It has been, and is, the view of the Department of Agriculture that by enacting 
the agricultural exemption Congress intended it to be of aid to those engaged in 
agriculture and such Congressional intent should not be frustrated by adminis- 
trative and judicial construction and interpretation. 

In 1950, under 8. Res. 50, 81st Congress, 2d Session, extensive hearings were 
held by the Senate Committee on Interstate Commerce relating to transportation 
matters, including the agricultural exemption. The report of those hearings will 
hereafter be referred to as S. Res. 50. 

Ever since the passage of the Act there has been present the “brooding omni- 
presence” of “trip leasing.” “Trip leasing’ and matters connected with it are an 
important part of the background of the general battle that has been waged in 
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connection with the agricultural exemption. That background is also explana- 
tory of some of the attitudes and positions taken by the Interstate Commerce 
Commission, the Department of Agriculture, and other interested parties. 

The movement of agricultural and other exempt commodities is in general a 
one-way movement. That movement is from the areas of production to the 
principal market points. In general, there is no substantial movement of ex- 
empt commodities from such market points back to the areas of production. 
Thus, those uncertificated carriers who haul exempt commodities to the market 
points are confronted with the matter of return loads. Without return loads 
the original hauling of exempt commodities to the market points tends to be 
economically unprofitable. In general only nonexempt commodities are avail- 
able for return loads, the hauling of which requires a certificate from the Inter- 
state Commerce Commission, which the uncertificated carriers lack. In order 
to haul return loads of nonexempt commodities, it is necessary for the uncer- 
tificated carriers to haul them under the certificate of a certificated carrier. 
In order to haul such loads under the certificate of a certificated carrier, the 
practice of trip leasing developed. It should be noted, however, that the prac- 
tice of “trip leasing” is not confined to uncertificated carriers hauling exempt 
agricultural commodities. Under the practice of ‘‘trip leasing” an uncertificated 
earrier who had hauled a load of exempt agricultural commodities from the 
area of production to a market point would at such point, by means of brokers 
or otherwise, contact certificated carriers whose certificates permitted them to 
haul certain nonexempt commodities from such market point to points in the 
vicinity of the area of production. If a certificated carrier had a load available 
and was lacking in equipment, or could bargain with the uncertificated carrier 
and secure a rate by which it could profit, an arrangement would be entered 
into whereby the uncertificated carrier would “trip lease” his truck for the return 
trip only. Either the uncertificated carrier or one of his employees would act 
as driver. The vehicle then being under lease to a certificated carrier was 
eligible to haul nonexempt commodities under the certificate of such carrier. 
The method of compensating the lessee for the use of his equipment varied. 
Under the more usual arrangements the owner and lessor of the leased vehicle 
received a percentage of the freight charged by the certificated carrier. 

Ever since the practice of “trip leasing” was initiated, it has been the position 
of the Interstate Commerce Commission that “trip leasing” gave rise to many of 
the very evils which originally brought about the passage of the Motor Carrier 
Act. In Senate Hearing S. 2357, supra, on page 395, the statement is made that 
most of the unregulated or uncertificated carriers engaged in hauling exempt 
agricultural commodities are “small owners who perhaps own one or two or three 
or four trucks at the most.” It is indicated that the number of such carriers runs 
into the thousands. However, in the report on 8. Res. 50 it was stated that some- 
times a regulated carrier will set up an affiliated corporation to conduct operations 
which are exempt from regulation under the agricultural exemption. In other 
places in that report it was indicated that some of the commercial truckers operate 
a considerable number of trucks in the exempt field. In the course of argument 
it was stated that the defendant in the present case operated from 10 to 12 trucks 
in the hauling of dressed poultry. On page 378 of the report of Senate Hearing 
S. 2357 a witness stated that the agricultural exemption promoted “trip leasing” 
and the evils connected therewith; that the transient, temporary, and in many 
cases the loose nature of the arrangements, whereby trucks are “trip leased” to 
be operated under the certificate of a certificated carrier, make for loose control 
of such vehicles by the certificated carriers; make for difficulty on the part of the 
Interstate Commerce Commission in the matter of inspection and regulation, 
especially in regard to matters of safety; and that the practice resulted in eco- 
nomically destructive rates. In the report under S. Res. 50, on page 1218 thereof, 
a witness stated that in “trip leasing” some certificated carriers were able to and 
in fact did exploit the uncertificated or “gypsy” carriers because of the economic 
necessities of the latter. In the case of American Trucking Ass’ns, Inc. v. United 
States, 1953, 344 U. S. 298, 73 S. Ct. 307, the United States Supreme Court discusses 
some of the problems and evils connected with “trip leasing.” Fairly soon after 
the passage of the Act the Interstate Commerce Commission stated in Monroe 
Common Carrier Application (July 9, 1988), 8 M. C. C. 183, that the agricultural 
exemption was inapplicable to any vehicle which was being used to haul both 
exempt and nonexempt commodities, even though not hauled on the same load. 
In other words, the Interstate Commerce Commission made the test for the 
exemption the use to which the truck was put and not the commodity hauled at a 
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particular time. Such a construction, if upheld, would have for all practical pur- 
poses ended “trip leasing” of trucks of uncertificated carriers engaged in hauling 
exempt agricultural commodities. However, that construction was stricken down 
by the courts in the cases of Interstate Commerce Commission v. Service Trucking 
Company, 3 Cir., 1951, 186 F. 2d 400; Interstate Commerce Commission v. Service 
Trucking Company, D. C. E. D. Pa. 1950, 91 F. Supp. 533 ; and Interstate Commerce 
Commission v. Dunn, 5 Cir., 1948, 166 F. 2d 116. These cases will be referred to 
later in more detail. The Interstate Commerce Commission in the recent case of 
In re William Blaue, decided on March 25, 1953, followed the rule of the Dunn and 
Service Trucking Company cases in the construction of the so-called “newspaper” 
exemption of the Act Section 208 (b) (7). 

The decisions in the Dunn and Service Trucking Company cases pretty well 
ended any hope that “trip leasing” could be regulated or stopped by construction 
of the pertinent statutory provisions of the agricultural exemption. 

On January 10, 1952, S. 2357 was introduced in the 82d Congress, 2d Session. 
That bill, as originally introduced, contained inter alia a provision denying the 
agricultural exemption to motor vehicles hauling any of the commodities re- 
ferred to therein if such vehicles were used on the return trip or customarily 
for any other kind of transportation for compensation. That provision, if en- 
acted, would have ended “trip leasing’ so far as motor vehicles engaged in 
hauling exempt agricultural commodities were concerned. The Senate Com- 
mittee conducting the hearings under S. Res. 50 held extensive hearings on S. 
2357 but Congress did not enact it. On May 8, 1951, the Interstate Commerce 
Commission, acting under rule making authority claimed to have been 
granted it under the Act, proposed a number of rules relating to the use and 
exchange of equipment between motor carriers. Ex parte M. C.-438, Lease and 
Interchange of Vehicles by Motor Carriers, 52 M. C. C. 675. Those rules, among 
other provisions, provide that where authorized motor carriers enter into leases 
of motor vehicles which are to be driven by the owners of the leased vehicles 
or their employees, the least period must be for a period of not less than thirty 
days. Suits challenging the legality of the rules were promptly instituted. In 
those suits the plaintiffs challenged the asserted authority of the Interstate 
Commerce Commission to promulgate the rules. They further challenge the 
validity of the rules on a number of grounds. The issues raised by the suits 
were, passed upon by the United States Supreme Court in American Trucking 
Ass’ns, Inc. v. United States, 1953, 344 U. S. 298, 73 S. Ct. 307. The Court, 
with two Justices dissenting, upheld the authority of the Interstate Commerce 
Commission to promulgate the rules and held the rules to be valid. On page 
314 of 73 S. Ct. the Court states: “* * * All agree that the rules thus abolish 
trip leasing. * * *” It was contended in behalf of the plaintiffs that the rules 
were invalid because of their effect upon the agricultural exemption. That 
contention was overruled. The dissenting Justices were of the view that the 
rules were destructive of the agricultural exemption. 

Counsel for the Interstate Commerce Commission stated, in the course of oral 
argument in this case, that the rules, 52 M. C. C. 675, had not as yet been put 
into effect. 

It is the view of counsel for the Secretary of Agriculture, as expressed during 
the course of argument, that the rules referred to constituted a successful “flank 
attack on the agricultural exemption” and that the present action and similar 
actions constitutes an attack from another flank which, if successful, will for 
all practical purposes nullify the agricultural exemption so far as poultry is 
concerned. 

Following the decision of the United States Supreme Court in American 
Trucking Ass’ns, Inc., v. United States, supra, there was introduced into Congress 
H. R. 3203. It is a bill providing for the vacation of that portion of the rules 
referred to relating to the thirty days’ leasing period. The House Committee 
on Interstate Commerce by H. Rept. 519 has recommended favorable action 
thereon. On May 18, 1953, the Interstate Commerce Commission in Ex parte 
M. C.-48 modified the rules referred to in regard to the thirty days’ leasing period. 
Under the modified rules, motor vehicles owned by a producer or grower of 
agricultural commodities or livestock who has used his motor vehicles to haul 
such commodities or livestock to market and motor vehicles used to haul to 
market the items specified in Section 203 (b) (6) may under certain conditions 
be leased for return trips for a lesser period than thirty days. 

In the report under S§. 50, it was stated that only an infinitesimal amount of 
poultry was dressed by the farmers themselves. Counsel for the Interstate Com- 
merce Commission in the course of argument stated the overwhelming number 
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of truckers who are engaged in hauling New York dressed and eviscerated poultry 
have secured certificates. He further stated that the fact that the defendant 
and a minority of truckers are operating as uncertificated carriers in the same 
field is breaking down and impairing the administration of the Act and is sub 
jecting the certificated carriers to a particularly injurious form of competition. 

While the uncertificated carriers are generally referred to as unregulated car- 
riers, it should be noted that such carriers are not entirely free of regulation. In 
the Act as originally enacted, it was provided by Section 204 (3) thereof, 49 
U. 8. C. A. § 304 (3), that, “if need therefor is found” by the Interstate Com- 
merce Commission, private carriers could be made subject to the safety regula- 
tions, the equipment regulations, and the regulations relating to the qualifications 
and maximum hours of service of employees prescribed by the Commission under 
the Act. The Commission fairly soon after the Act became effective found that 
such need existed. Uncertificated carriers are now subject to those regulations. 

In the present case the defendant is a corporation that owns and operates a 
number of trucks which are used to haul New York dressed and eviscerated 
poultry from points in Iowa to Chicago, Ill., and other points in other States. 
New York dressed poultry is defined by those engaged in the poultry trade as 
being poultry with the head and feathers removed and in some instances with 
the feet also removed. Eviscerated poultry is defined by those engaged in the 
poultry trade as poultry with the head, feet, feathers, and entrails removed and 
with the liver, heart, and gizzards cleaned, wrapped, and replaced in the carcass. 

The parties stipulated as to the matters set forth in this paragraph. Poultry 
raising is an important segment of agriculture in Iowa and dressed poultry is a 
major farm product of the State. The shipping of poultry is seasonal in nature 
and with very few exceptions all dressed poultry is hauled between September 1 
and December 31. The shippers of poultry hauled by the defendant operate 
plants at various points in Iowa. Such shippers purchase chickens, turkeys, 
and other poultry from the farmers and dress the poultry at their plants prior to 
shipping. Each plant is equipped with a production chain upon which the fowls 
are placed and killed. They are then moved on the chain through various stages 
of processing which consists of removing the feathers, singeing, and rubbing. 
They are then stored in a refrigerator room for precooling to a specific temper- 
ature prior to shipment. 

The exemption provision referred to exempts from the certificate provisions of 
the Act motor vehicles used in carrying “* * * ordinary livestock, * * *, or 
agricultural * * * commodities (not including manufactured products there- 
of), * * *.” The provision as originally enacted did not contain the word “ordi- 
nary” in front of the word “livestock.” The first change made by Congress in 
Section 208 (b) (6) following its original enactment was made in the Transporta- 
tion Act of 1940, 54 Stat. 921. Congress in that Act inserted the word “ordinary” 
before the word “livestock.” In the report under S. Res. 50, page 823, it was 
stated that “The effect of this change, among other things, was to lead the 
Commission to change its interpretation of the status of poultry which it had 
first classed as livestock (and therefore exempt only when alive) * * *.” One 
portion of the exemption provision referred to exempts vehicles which are car- 
rying “agricultural * * * commodities (not including manufactured products 
thereof), * * *.” The parties are in agreement that live poultry is an agricul- 
tural commodity. They are in disagreement as to whether New York dressed 
and eviscerated poultry is an “agricultural commodity” or a “manufactured 
product.” While eviscerated poultry is somewhat more extensively processed 
than is New York dressed poultry, yet counsel in argument stated that no 
distinction is claimed as between the two so far as the agricultural exemption 
is concerned. Since the parties are in agreement that live fowls as they leave 
the farm are an “agricultural commodity,” the real disagreement between the 
parties is as to when they become a “manufactured product.” It is the claim 
of the Interstate Commerce Commission that they probably become such upon 
being killed and in all events after they have beeen New York dressed or 
eviscerated. It is the claim of the defendant and the Secretary of Agriculture 
that by such dressing or eviscerating the fowls have not as yet reached the point 
where they can be properly and legally classified as a “manufactured product” 
and that something further or other is required before they have that status. 

In a number of the fields of law the question has arisen as to what steps, or 
processing, are necessary before a particular item can be classified as a “manu- 
factured product.” Much difficulty has been experienced in interpreting the 
word “manufactured” used in Section 203 (b) (6). In the report under S. Res. 
50, a witness stated (p. 802) that much of this difficulty was occasioned by the 
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fact that the word “manufactured” has not been commonly used in statutes 
dealing with agriculture and that the word most commonly used is “processed.” 
The same witness stated (p. 803) there were a number of jurisdictions in which 
it was held that slaughtering was not a manufacturing business. The parties 
have cited and discussed decisions in cases arising under Tariff Acts and the 
Patent Act as what constituted a “manufactured” article within the purview of 
those Acts. Some of the decisions contain definitions of “manufacture,” “manu- 
factured,” and “manufactured products.” Some of the decisions set forth tests 
which the parties claim are applicable and determinative in the present case. 
The parties also presented a number of nonjudicial definitions and tests which 
are claimed to be applicable and determinative. In that connection the de- 
fendant and the Secretary of Agriculture cite and rely upon the cases here- 
after referred to. In the case of Frazee v. Moffitt, C. C. N. D. N. Y. 1882, 20 
Blatchf. 267, 18 F’. 584, it was held that hay was not a manufactured product. 
That case arose under a federal statute which imposed an import duty at a 
certain rate upon unmanufactured articles and at another rate upon manu- 
factured articles. In the case of Hartranft v. Wiegmann, 1887, 121 U. 8S. 609, 
7S. Ct. 1240, 30 L. Ed. 1012, it was held that sea shells which had been sub- 
jected to processing whereby two or three layers of each shell were removed 
and the inner shell polished on an emery wheel and mottoes etched on the 
polished inner shell were not manufactured articles under the Tariff Act. In 
the case of Anheuser-Busch Brewing Ass’n. v. United States, 1908, 207 U. S. 
556, 28 S. Ct. 204, 52 L. Ed. 336, it was held that corks which had been ex- 
tensively processed were not manufactured articles under the Tariff Act. The 
defendant and the Secretary of Agriculture eall attention to the following 
statement of the Court in the latter case, 207 U. S. at page 562, 28 S. Ct. at 
page 206: 

“* * * Manufacture implies a change, but every change is not manu- 
facture, and yet every change in an article is the result of treatment, labor, 
and manipulation. But something more is necessary, as set forth and il- 
lustrated in Hartranft v. Wiegmann, 121 U. S. 609, 7 S. Ct. 1240, 30 L. Ed. 
1012. There must be transformation; a new and different article must 
emerge, ‘having a distinctive name, character, or use.’ * * *” 

The defendant and the Secretary of Agriculture particularly rely upon the defi- 
nition of the word “manufacture” approved in the case of American Fruit 
Growers, Inc., v. Brogdex Co., 1931, 283 U. 8S. 1, 51 S. Ct. 328, 75 L. Ed. 801. In 
that case the Court held that an orange which had become impregnated with a 
borax solution through immersion in a solution and thereby rendered resistant 
to blue mold was not a manufactured article within the meaning of the Patent 
Law. Interestingly, the Interstate Commerce Commission, in the report in a 
proceeding entitled “Determination of Exempted Agricultural Commodities,” 
52 M. C. C. 511, stated that the definition which was approved in the Fruit 
Growers case was the appropriate and applicable definition to be used in con- 
nection with the determination of whether a commodity is or is not a “manu- 
factured product” under the agricultural exemption. The definition referred 
to is as follows, at page 11 of 283 U. S., at page 330 of 51 S. Ct.: 

“*Manufacture,’ as well defined by the Century Dictionary, is ‘the produc- 
tion of articles for use from raw or prepared materials by giving to these 
materials new forms, qualities, properties, or combinations, whether by 
hand-labor or by machinery’; also ‘anything made for use from raw or pre- 
pared materials.’ ” 

It is the claim of the defendant and the Secretary of Agriculture that under the 
latter definition dressed poultry is not a manufactured product. The Interstate 
Commerce Commission making use of the same definition concluded that dressed 
poultry is a manufactured product. The Interstate Commerce Commission pre- 
sented a booklet issued by the Executive Office of the President, Bureau of the 
Budget, dated November 1945, Part I, entitled “Standard Industrial Classification 
Manual.” On page 7 thereof there is included as “manufacturing” establishments 
“Establishments primarily engaged in killing, dressing, packing, and canning 
poultry, rabbits, and other small game for the trade * * *.” At the trial the 
defendant presented evidence to the effect that the Department of Agriculture in 
its statistical reports and in general had classified dressed poultry as a non- 
manufactured product. When the Secretary of Agriculture later appeared as 
amicus curiae he contended similarly. 

[2] The definitions relied upon by the parties are broad, general definitions. 
The relating of them to a particular article, product or commodity requires still 
further defining of the words used in the definition, i. e., a defining of the defi- 
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nition. In the present case it has been a case of “thrust and parry” (see 30 
Vanderbilt L. Rev., pp. 401-406) between the parties in the matter of relating 
definitive words to the particular commodity involved. This Court is of the 
view that the tracing out of the meaning of “manufactured products” in the 
agricultural exemption by means of general definitions and the attempted defi- 
nition of those definitions would only lead into a semantic wilderness. All of 
the parties are agreed that the words “agricultural commodities” and “manu- 
factured products thereof’ used in the agricultural exemption are ambiguous 
words. They are not defined in the Act. Therefore, it is necessary that resort 
be made to decisions construing the provisions of the agricultural exemption 
and to the extrinsic aids of legislative history and administrative interpretation. 
See Jones, Extrinsic Aids in the Federal Courts, 25 Iowa Law Review 737 (1940). 
It would seem desirable to first refer to decisions and matters connected with 
administrative, interpretative, and legislative history in a general chronological 
order. 

While Section 203 (b) (6), the particular provision being here considered, 
is generally referred to as the agricultural exemption, yet it should be noted 
that in the exemption sections of the Motor Carrier Act there are three pro- 
visions which are related to or have some connection with the transportation 
of agricultural products. Subparagraph (9) of Section 208 (b) provides for 
the exemption of “* * * the casual, occasional, or reciprocal transportation of 
passengers or property by motor vehicle in interstate or foreign commerce for 
compensation by any person not engaged in transportation by motor vehicle as 
a regular occupation or business, * * *.” That provision was in the draft of 
the Act that was first presented to Congress by Coordinator Eastman. So far 
as farmers were concerned, it would permit one farmer to haul an occasional 
load of farm produce for another farmer. The casual or occasional exemption, 
in practically the same form as it now exists, was included in the bill H. R. 
5262, 74th Congress, Ist Session (1935). In the reported hearings on that bill, 
entitled “Hearing Before a Subcommittee of the Committee on Interstate and 
Foreign Commerce, House of Representatives, Seventy-Fourth Congress, First 
Session, on H. R. 5262 and H. R. 6016,” Coordinator Eastman stated, at page 46 
thereof: ‘* * * It was really intended to cover the situation of the farmer more 
than anything else. The farmers operate their own trucks in many instances, 
and may occasionally do some trucking for their neighbors.” Subparagraph 
4 (a) of Section 203 (b) of the Act exempts “motor vehicles controlled and 
operated by any farmer when used in the transportation of his agricultural 
commodities and products thereof, or in the transportation of supplies to his 
farm”. Subparagraph (6) of Section 203 (b), the exemption here involved, 
originated in the House Committee on Interstate and Foreign Commerce after 
the bill had passed the Senate and been sent to the House. Subparagraph (4a), 
exempting trucks operated by farmers themselves, came in as an amendment 
from the floor of the House. In later Congressional hearings relating to the 
Act some witnesses made reference to this paragraph, (4a), as being the “farm 
exemption” when what was being considered by the Committee at the time were 
the provisions of subparagraph (6), here involved. The salient feature of 
subparagraph (6) was that in contrast to subparagraph (4a), which provided 
exemption only for trucks operated by the farmers themselves, it, subparagraph 
(6), provided exemption for motor vehicles operated by others than the farmers 
themselves and thus exempted trucks operated by commercial truckers, and 
as heretofore noted it is the matter of the exemption to such truckers around 
which the battle has raged and still rages. Subparagraph (6), when first re- 
ported out by the House Committee as an amendment, contained the words 
“unprocessed agricultural products.” Those words were later deleted and 
the following words now appearing in subparagraph (6) were inserted: “Agri- 
cultural commodities (not including manufactured products thereof).” It 
should be noted that some of the statements and discussion set forth in the 
legislative history as to the meaning and coverage of the paragraph were made 
before the change in language was made. It should also be noted that sub- 
paragraph (4a), which came in as an amendment from the floor of the House, 
came in after there had been considerable discussion of the Committee Amend- 
ment which in final form is subparagraph (6) here involved. 

Bills similar to the bill which ultimately became the Motor Carrier Act of 1935 
had been introduced in the 69th Congress and each succeeding Congress up to 
1935. The Act was approved August 9, 1935, c. 498, 49 Stat. 5483. The bill which 
became the Motor Carrier Act was drafted by the late Charles F. Eastman, one 
of the country’s notable public servants and an outstanding expert in the field of 
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transportation. He served as a member of the Interstate Commerce Commission 
for 25 years and also served as Federal Coordinator of Transportation under the 
Coordinator of Transportation Act, Emergency Railroad Transportation Act of 
1933, c. 91, 48 Stat. 211. He was also the head of the Office of Defense Trans- 
portation in which position he was serving at the time of his death. Mr. Hastman 
drafted the bill while serving as Federal Coordinator of Transportation as one 
of the duties of his office as Coordinator. Section 13 of the Emergency Railroad 
Transportation Act of 1933 made it the duty of the Coordinator, among other 
things, “to investigate and consider means, not provided for in this title, of im- 
proving transportation conditions throughout the country.” It also made it his 
duty, from time to time, to “submit to the Commission [that is the Interstate 
Commerce Commission] such recommendations calling for * * * legislation to 
these ends as he may deem necessary or desirable in the public interest,” and 
those recommendations were to be transmitted to the President, and to the Con- 
gress, with the comments of the Commission. He transmitted it to Congress 
where it was introduced by Senator Wheeler as S. 1629. It was referred to the 
Senate Committee on Interstate Commerce. At 79 C. R. 5485 it was reported out 
of that Committee accompanied by Senate Report 482. The report was general 
in character and did not refer to the matter of exemptions. The discussion on 
the floor of the Senate appears commencing with page 5649 of 79 C. R. At this 
time the bill contained the exemption for “casual or occasional or reciprocal 
transportation” which it was stated was to exempt farmers and others who 
occasionally hauled for hire. 79 C. R. 5650, 5651, and 5652. The bill was passed 
by the Senate with this exemption but without a specific exemption covering 
farmers or farm commodities. 79 C. R. 5737. 

It was sent to the House and referred to the Committee on Interstate and 
Foreign Commerce, 79 C. R. 5,912. It was reported out by that Committee ac- 
companied by House Report 1645. 79 C. R. 11,813. That House Committee in- 
serted an amendment which exempted “Motor vehicles when used exclusively in 
carrying livestock or unprocessed agricultural products.” There was a discus- 
sion on the floor of the House between Mr. Whittington and Mr. Sadowski as 
to the insertion of this amendment by the House Committee. 79 C. R. 12,225. 
House Report 1645 did not discuss this new exemption which the Committee 
had added. But the bill was discussed by various members of the House while 
considering House Resolution 314 which was to make S. 1629 a special order of 
business. 79 C. R. 12,196 through 12,200. The bill was debated on the floor of 
the House on July 31, 1935. 79 C. R. 12,204-12,237. The scope of the coverage 
of the agricultural exemption as it then existed was discussed. Mr. Sadowski 
stated that “unprocessed farm commodities” meant “anything that has not been 
canned or manufactured or processed” and said it included cream and milk. 
79 C. R. 12,205. At 79 C. R. 12,218 Mr. Jones stated that he expected to offer an 
amendment which would exempt “Motor vehicles controlled and operated by 
any farmer and used in the transportation of his agricultural commodities and 
products thereof, or in the transportation of supplies to his farms; * * *.” 
This would permit the farmer hauling his crop to market to haul his supplies 
back home. This was objected to on the ground that it was already covered 
by the then present exemption exempting casual or occasional transportation. 

At 79 C. R. 12,200, Mr. Pettengill offered the following amendment to the 
committee amendment: ‘“* * * strike out the words ‘unprocessed agricultural 
products’ and insert in lieu thereof ‘agricultural commodities not including 
manufactured products thereof.’” Also at 79 C. R. 12,220 Mr. Pettengill stated, 
“Mr. Chairman, we have heard a good deal of discussion this afternoon as to 
what is a processed agricultural product, whether that would include pasteurized 
milk or ginned cotton. It was not the intent of the committee that it should in- 
clude those products. Therefore, to meet the views of many Members we thought 
we would strike out the word ‘unprocessed’ and make it apply only to manufac- 
tured products.” Mr. Whittington, at 79 C. R. 12,220, stated, “In other words, 
under the amendment to the committee amendment, cotton in bales and cotton- 
seed transported from the ginneries to the market or to a public warehouse 
would be exempt, whereas they might not be exempt if the language remained, 
because ginning is sometimes synonymous with processing.” Mr. Pettengill, at 
79 C. R. 12,200, stated, “That is correct.” This amendment was agreed to. 79 
C. R. 12,220. 

Mr. Bland offered an amendment as follows: “* * * After the word ‘livestock,’ 
insert a comma and the following: ‘fish, including shellfish.’” The amendment 
was adopted. 79 C. R. 12,220. 
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The amendment proposed by Mr. Jones, which specifically covered farmers, was 
formally offered. 79 C. R. 12,220. The contention was again made that the 
matter was already covered by the casual exemption. The Jones amendment was 
adopted at 79 C. R. 12,222 and is now Section 203 (b) (4a) of the Act. 

[8] At 79 C. R. 12,225 Mr. Whittington proposed an amendment which would 
strike out that language that would give the Interstate Commerce Commission 
discretionary power to nullify certain exemptions of the Act. This was objected 
to on the grounds that the Interstate Commerce Commission needed the discre- 
tion relative to those exemptions in order to administer the Act. Thereupon, at 
79 C. R. 12,225, Mr. Ford asked: “Does not the gentleman think it would be better 
for the Congress to decide what should be exempted rather than to leave it in 
the hands of the Commission that might nullify the entire intentions of Con- 
gress?” <A substitute amendment for the one offered by Mr. Whittington was 
offered Mr. Pettengill at 79 C. R. 12,226, which substitute amendment was agreed 
to. It made the exemptions relative to agricultural commodities mandatory. As 
the Act now exists, all the exemptions provided for in subparagraphs (1) through 
(7a) of Section 203 (b) are mandatory while exemptions provided for in sub- 
paragraps (8) and (9) of Section 203 (b) are discretionary with the Interstate 
Commerce Commission. Thus, the exemption relating to trucks operated by the 
farmers themselves is mandatory, the exemption covering livestock and agri- 
cultural commodities herein involved is also mandatory, while the exemption 
dealing with casual transportation is discretionary with the Interstate Commerce 
Commission. 

At 79 C. R. 12,226, Mr. Gilchrist offered an amendment which would have sub- 
stituted the word “primarily” in place of the word “exclusively” in the exemption 
dealing with agricultural commodities. This was rejected. 79 C. R. 12,227. At 79 
C. R. 12,279, Mr. Michener made a statement about S. 1629 prior to the final vote 
on it: ‘“* * * The bill has been amended in numerous particulars. The farmer 
is especially cared for. And the bill on which we will vote today, in my judgment, 
fully protects farm trucking.” The amended bill passed the House. 79 C. R. 
12,279. The amended bill was sent to the Senate, 79 C. R. 12,459, where the 
amendments were read and discussed. At 79 C. R. 12,460 Senator Wheeler was 
asked to explain the amendment, whereupon he stated: ‘Mr. President, the Hotse 
amended the bill in minor details, generally liberalizing the provisions of the 
measure with reference to trucks which are owned by farmers, and which carry 
farm products. The bill was also liberalized with reference to associations of 
cooperative farm organizations. It was liberalized in those respects. I personally 
have no objection to the amendments, and think the bill is improved.” The 
amended bill was examined and signed in the Senate. 79 C. R. 12,617. Signed by 
the Speaker of the House at 79 C. R. 12,709. Presented to the President at 79 
©. R. 12,712 and approved and signed by the President on August 9, 1935. 79 
C. R. 12,863. 

Soon after the passage of the Act a contemporary writer made the following 
comment relating to the matter of the exemptions: 

“* * * The exemptions applying to vehicles of farmers and farm organi- 
zations have little effect since these vehicles would be classed as private 
carriers of property in most cases, subject only, and then conditionally, to 
safety of operations and hours of service regulations. However, the exemp- 
tions applying to vehicles used exclusively in transporting livestock, fish, 
agricultural products, and newspapers are another matter. Their effect will 
be to exclude from the authority of the Commission, so far as business regu- 
lation is concerned, an extensive field of for-hire trucking within which 
there has been an intensive and rapid development. Doubtless the decision 
to exclude these operations can be attributed in part to strong opposition 
from farm and newspaper organizations, as well as to a belief that to leave 
unregulated these widespread but often irregular and seasonal operations 
would simplify the problem of administration of the Act. Similarly, the 
conditional exemption accorded casual, occasional, or reciprocal for-hire 
operations was doubtless made for practical reasons, for such operations 
neither present serious problems nor are susceptible of effective regulation 
** * ” Nelson, the Motor Carrier Act of 1935, 44 Journal of Political 
Economy 464, 479 (1936). 

In 1938 subsection (b) (6) was amended by the Act of June 29, 1938, § 3, 
which omitted “exclusively” following “used” and added “if such motor vehicles 
are not used in carrying any other property, or passengers, for compensation.” 
C. 811, § 3, 52 Stat. 1237. The bill number was H. R. 9739. 
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Also, in 1938, the three following bills were introduced at the 75th Congress, 
3d Session: S. 3768, S. 3941, and H. R. 10508. None of these bills became law. 
S. 3768 was introduced on April 20, 1938, and was designed to amend subsec- 
tion (a) of section 203 of the Motor Carrier Act by defining the term “agricul- 
tural commodities” by adding the following new paragraph at the end thereof: 
“(2) The term ‘agricultural commodities’ includes, among other things, 
(A) all unmanufactured products obtained by cultivation and tillage of the 
soil, dairying, forestry, horticulture, or market-gardening; (B) all unmanu- 
factured products obtained as a result of raising or keeping livestock, bees, 
or poultry; (C) fruits, vegetables, nuts, nursery products, ferns, flowers, 
bulbs; and (D) naval stores as defined in the Naval Stores Act.” 
This bill was referred to the committee and died. 

S. 3941 was introduced on April 20, 1938, to amend section 203 (b) (6) by 
offering a substitute for (6) as follows: 

“(6) motor vehicles used in carrying property consisting of livestock, 
fish (including shellfish), or agricultural commodities (not including manu- 
factured products thereof), if such motor vehicles are not used in carrying 
any other property, or passengers, for compensation.” 

This was an attempt to eliminate the exemption for any vehicle which hauled non- 
exempt commodities at any time. The bill was not enacted. 

H. R. 10508 was introduced May 3, 1938. It was identical to the bill S. 3941 
referred to above and never became law. 

On May 6, 1939, the Frank Battaglia Common Carrier Application, No. M. C.- 
89358, 18 M. C. C. 167, was denied by the Interstate Commerce Commission. The 
application was originally heard by a Joint Board, composed of representatives of 
California, Oregon, and Washington, which recommended the action taken by the 
Commission. The applicant sought a certificate of public convenience and neces- 
sity to haul butter, cheese, eggs, and dressed poultry. He had previously been 
hauling fresh fruits and vegetables. In the course of the opinion the following 
statement was made: ‘“* * * Butter, cheese, and dressed poultry are manufactured 
commodities for the transportation of which authority under the act is neces- 
ae So: 8." 

On May 27, 1939, the Legislative Committee of the Interstate Commerce Com- 
mission addressed a letter to Senator Wheeler, Chairman of the Senate Commit- 
tee on Interstate Commerce, in which it was proposed that section 203 (b) (6) 
be rewritten so as to restrict the scope of the provision. The letter explained 
that the provision now “applies to transportation of agricultural commodities 
for the commission-man, broker, and other distributors of farm products both 
processed and unprocessed” and that such a broad exemption in its judgment 
constituted an unwarranted discrimination. This proposal for section 203 (b) 
(6) was as follows: 

“* * * Motor vehicles used in carrying property consisting of ordinary 
livestock, fish (including shellfish) or agricultural commodities (not in- 
cluding manufactured products thereof) from the point of production to the 
point of primary market, processing, manufacture, or transshipment, if such 
motor vehicles are not used in interstate or foreign commerce in carrying 
any other property or passengers for compensation.” 

This proposal was not adopted. Senate Hearing S. 50, page 822. 

On January 29, 1940, the Legislative Committee of the Interstate Commerce 
Commission proposed a change in the provisions of Section 203 (b) (6). The 
proposal was contained in a letter addressed to the Chairmen of the House and 
Senate Committees on Interstate and Foreign Commerce Senate. Hearing S. 50, 
page 823. Those Committees had under consideration 8. 2009 which proposed 
to end the exemption for the transportation of the commodities referred to in 
Section 203 (b) (6) at the point where those commodities first entered the chan- 
nels of commerce. The proposal of the Interstate Commerce Commission was 
rejected. The portion of that letter bearing on this phase was as follows: 

“(b) As the exemption in paragraph (h) is now worded, in many cases it 
does not affect transportation for the farmer but applies to transportation of 
agricultural commodities for the commission man, broker, and other dis- 
tributors of farm products both processed and unprocessed, a discrimination 
in favor of one type of commodity which seems unwarranted. In some 21 
State statutes this difficulty has been met by limiting the exemption to the 
transportation of agricultural commodities and livestock from the point of 
production to the primary market or like point. We suggest, therefore, that 
the paragraph be amended to read as follows: (h) The transportation of 
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property consisting of ordinary livestock (including poultry), whole fresh 
fish (including shellfish), or agricultural commodities (not including manu- 
factured products thereof), in the first movement from the point of produc- 
tion to the point of sale by the producer, or to the point of manufacture or 
transshipment. The point of production for fish shall mean the wharf or 
other landing place at which the fisherman debarks his catch, and the point 
of production for livestock or agricultural products shall include the point at 
which they are gathered for initial shipment to the point of first sale, man- 
ufacture, or transshipment. The point of first sale shall not be deemed to 
include the point of production.” 

The House Committee made a report, House Report No. 2832, to accompany §8. 

2009. In that Report (p. 75), dealing with Section 18 (b) (3) of S. 2009, relating 

to motor vehicles operated by farmers under Section 203 (b) (4a), it reported: 

“The conference substitute in section 18 (b) (3) amends this provision 
by providing that the exemption shall apply only when such motor vehicles 
are used in such transportation.” 

Also on p. 75 of the report, dealing with Section 18 (b) (5), ordinary livestock, 
it reported : 

“The conference substitute amends section 203 (b) (6) of the Interstate 
Commerce Act which provides among other things a qualified exemption from 
the provisions of Part II applicable to motor vehicles used in carrying prop- 
erty consisting of livestock by limiting the exemption to the carriage of 
ordinary livestock.” 

Senate Report No. 2016 of April 26, 1940, to accompany S. 2009 is almost identical 
in this respect to the House Report No. 2832 set out above. Congress rejected the 
first amendment referred to. It enacted the second amendment referred to on 
September 18th, 1940. That amendment, which inserted the word “ordinary” in 
front of the word “livestock” in Section 203 (b) (6), has been previously 
discussed. 

On November 7, 1940, the Interstate Commerce Commission handed down its 
first opinion in the case involving the Monark Egg Corporation, Contract Carrier 
Application; No. M. C. 89207. Division 5. Reported in 2 Federal Carrier Cases 
109 and 26 M. C. C. 615. The case had to do with the question as to whether 
certain types of fish, and also oysters, were within the exemption. That case 
will be discussed in detail later. 

Also in 1940 the case of U. S. v. Chadwick, D. C. EB. D. Pa. 1940, 39 F. Supp. 204 
was decided. While there was a question of whether poultry feed, sauerkraut, 
and peas were exempt commodities, the case was decided on the basis of the suffi- 
ciency of the indictment. The Court did not go into the question here involved. 

On September 16, 1941, the Interstate Commerce Commission decided the case 
of Lester C. Newton Extension of Operations—Frozen Foods, No. M. C.-743 
(Sub.-No. 2) 43 M. C. C. 787. The applicant sought a certificate of public con- 
venience and necessity as a common carrier to transport frozen agricultural 
commodities and frozen seafoods on the east coast. The certificate was granted. 
The majority decided that the frozen agricultural commodities were not within 
the exempt provisions of Section 203 (b) (6) and, therefore, a permit was neces- 
sary to haul them. At page 789 it was stated: “* * * It is clear that agricul- 
tural commodities, frozen in the manner hereinabove described, are subjected 
to a process of manufacture, and that the finished products are as distinct from 
agricultural commodities as are canned fruits and vegetables, from which both 
are manufactured. * * * We conclude that fresh frozen foods and vegetables 
are ‘manufactured products’ as that therm is used in Section 203 (b) (6) of the 
act, and that the transportation of such commodities is subject to the certificate 
or permit requirements of part II of the act.” The Commission did not pass 
on the question of whether frozen seafoods came within the term “fish (including 
shellfish)” as used in the exemption provision of Section 203 (b) (6). 

Commissioner Lee concurred in part but thought the proposed operations fell 
within the exemption of Section 203 (b) (6). He stated, in part, at pages 793 
and 794: 

“* * * Tt may be that, in their frozen state, some foods will be so 
changed in character and appearance as to remove them from the de- 
scription ‘agricultural commodities (not including manufactured products 
thereof).’ I am satisfied, however, that frozen fruits and vegetables which 
are not substantially changed in character or appearance and to which 
nothing has been added other than possibly a preservative, are not manufac- 
tured agricultural commodities and that they do fall within the exemption. 
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I have no doubt whatsoever that frozen seafood is included within the term 
‘fish (including shellfish).’ ” 

Commissioner Lee differed with the majority on the question of the effect of 
hauling nonexempt commodities on the same vehicle on which exempt commod- 
ities are hauled, although at a different time. The majority took the view that 
the vehicle was the test, so that the hauling of nonexempt commodities at any 
time destroyed the exemption altogether for that vehicle. Commissioner Lee 
took the view that the test was what product was being hauled at any one time, 
and what was hauled at another time was immaterial. 

In 1942 a bill, S. 975, was introduced into the 77th Congress, 2d Session, on 
April 27, 1942. 88 Congressional Record 3712. In substance it would have 
amended Section 2038 (b) (6) to include horticultural products. That bill was 
not enacted. Later, as hereafter noted, Congress did include horticultural 
products within the provisions of Section 203 (b) (6). 

In 1942, the case of U. S. v. Krinvic Bros., D. C. E. D. Pa. 1942, 47 F. Supp. 
481, 482, was decided. While there was a question in the case as to whether 
“fish scrap and King Crab Meal” were exempt agricultural commodities, the case 
was decided on the sufficiency of the information. The Court did not go into the 
question here involved. 

In 1948 a bill, S. 1148, was introduced in the 78th Congress, Ist Session, on 
May 28th (Legislative Day, May 24th) by Senator Lodge. The bill would have 
amended Section 203 (b) (6) of the Motor Carrier Act to read as follows: “(6) 
Motor vehicles used in carrying property consisting of ordinary livestock, fish 
(including shell fish), or agricultural commodities (not including manufactured 
products thereof), by the producers of such property or by private carriers of 
property by motor vehicle, if such vehicles are not used in carrying such property 
or any other property, or passengers, for compensation.” The bill was referred 
to the Committee on Interstate and Foreign Commerce. It never became law. 

This proposed amendment would have changed the existing language of the 
Act by the insertion of the italicized words of the quotation and by the deletion 
of the word “motor” preceding the word “vehicles” and following the word 
“such” in that part of the quotation immediately following the first italicized 
words. 

The effect would have been to limit the exemption to the actual producer or to 
those hauling without compensation. It would have effectively eliminated the 
exemption in favor of commercial truckers contained in subparagraph (b) (6). 

On October 2, 1944, the Interstate Commerce Commission handed down its 
second opinion in the Monark Egg Corporation, Contract Carrier Application ; 
No. M. C. 89207, Division 5, reported in 4 Federal Carriers Cases 310 and 44 
M. ©. C. 15. In substance the Commission followed its former opinion. That 
ease will be discussed in detail later. 

In 1948 the decision in the case of Interstate Commerce Commission v. Dunn, 
5 Cir., 1948, 166 F. 2d 116, 117, was handed down. The issue in the case was the 
proper construction of the phrase in Section 203 (b) (6) of the Motor Carrier 
Act “* * * if such motor vehicles are not used in carrying any other property, 
or passengers, for compensation.” The defendant was engaged in the interstate 
hauling of baled cotton, an admittedly exempt commodity, part of the time and 
nonexempt commodities at other times. The Court held the exemption applied 
while hauling the exempt commodities regardless of what was hauled at other 
times. This, in effect, established that the commodity being hauled, and not 
the vehicle used, is the test of the exemption. In that case the Secretary of 
Agriculture appeared as amicus curiae and opposed the contentions of the Inter- 
state Commerce Commission. In that case the Court discussed the matter of 
administrative interpretation of the portion of the Section involved. In con- 
nection with that matter, a decision of the Interstate Commerce Commission had 
been cited. The Court, 166 F. 2d at page 117, stated: “We are referred to only 
one decision, * * *. This decision does not show a settled construction by 
the Commission entitled to great weight. Even if there be such, we may not 
follow it if clearly wrong.” Commenting on the Interstate Commerce Commis- 
sion’s interpretation of the exemption contained in 203 (b) (6), the Court stated, 
166 F. 2d at page 118: 

“* * * This construction also makes war on the very interstate transporta- 
tion which the exemption was plainly intended to foster and encourage. Itis 
its purpose to free the transportation interstate of the favored commodities, 
particularly agricultural products, from the general regulation of interstate 
commerce by the Commission except as to fitness of drivers and trucks. A 
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like favor has been shown to agricultural commodities in numerous other 
Acts of the period. To get a certificate or permit from the Commission in- 
volves much delay, inconvenience and expense, and often disappointment. 
Relief from this is offered in order to aid the prompt and free transportation 
of the named commodities, which transportation is usually seasonal and 
intermittent, but often urgent because it is of perishables, as fruits, vegetables 
and fish. * * *” 

The case of Interstate Commerce Commission y. Love, D. C. E. D. La. 1948, 77 
¥. Supp. 63, afirmed memorandum opinion, 5 Cir., 1949, 172 F. 2d 224 was also 
decided in 1948. The issue was whether headless shrimp were within the scope 
of the exemption contained in Section 203 (b) (6) of the Motor Carrier Act. 
The Interstate Commerce Commission claimed they were not. The Court held 
that they were. In discussion the Interstate Commerce Commission interpreta- 
tion of the exemption in question, the Court stated, 77 F. Supp. at page 67 of the 
opinion: 

“* * * Tf the Commission’s holdings were followed, they would nullify 
the exemption accorded motor vehicles transporting shrimp, by virtue of 
the shrimp being beheaded, because no shrimp are transported to the market 
which are not beheaded. In this way, and through such an interpretation, the 
Commission has given no effect whatever to the exemption provided in the 
statute for fish, insofar as it affects the transportation of shrimp.” 

On the question of the weight to be given to the Commission’s interpretation of 
the statute, the Court stated, 77 F. Supp. commencing at page 67: 

“The court concludes that the Commission’s construction of the statute is 
clearly erroneous and that a different construction is plainly required by the 
words of the Act. Consequently the rule that the contemporaneous con- 
struction of a statute by those charged with its execution is entitled to great 
weight and should not lightly be overturned, does not apply. 

Following the decision in the Love case, supra, the Monark Egg case was re- 
opened for oral argument on the question of what fish and associated products 
would be within the exemption of Section 203 (b) (6) in light of the Love decision. 
This proceeding was application number M. C.-89207. The opinion therein was 
rendered on September 23, 1949, and was reported in 4) M. C. C. 693. This is 
known as the third Monark Egg case. In substance, in that opinion the Inter- 
state Commerce Commission reversed its first and second opinions. That case 
will be discussed in detail later. 

On March 30, 1950, bill number H. R. 7547 was introduced in the Sist Con- 
gress, 2d Session, by Mr. Kilday. It proposed that Section 203 (b) (6) of the 
Motor Carrier Act be amended to read as follows: 

“(6) Motor vehicles used in carrying property consisting of ordinary live- 
stock, live poultry, and other agricultural commodities (not including the 
products of slaughter, nor preserved, frozen, or unmanufactured products), 
and fish (including shell fish but not including preserved, frozen, processed, 
or manufactured products), if such motor vehicles are not used in carrying 
any other property, or passengers, for compensation; or” 

This bill was referred to the House Committee on Interstate and Foreign Com 
merce but was never reported out of committee. It would have severely limited 
the exemption by excluding all commodities that were slaughtered, frozen, pre- 
served, or processed. 

The case of Interstate Commerce Commission y. Weldon, D. C. Tenn. 1950, 
90 F. Supp. 873 was decided in 1950. The issue was whether raw shelled pea- 
nuts were an agricultural commodity within the scope of Section 203 (b) (6) 
of the Motor Carrier Act. The Court held that they were not within the exemp- 
tion. The holding was based on the first and second Monark Egg cases, supra, 
and special emphasis was placed on the channel of commerce theory as advanced 
in the first and second Monark Egg cases, i. e., aS soon as a product gets into 
the regular channels of commerce it is outside the exemption. The Court took 
the view that the exemption was to be strictly construed to effect a liberal 
construction of the main Act. On the question of the weight to be given the 
administrative interpretation of the Act, the Court stated, 90 F. Supp. at page 

ioe 

“The contemporaneous constructions placed upon the provisions of the 
Interstate Commerce Act by the Commission which possesses special com- 
petence in this field, are entitled to great weight and respect and will not 
%e overturned unless they are arbitrary or plainly erroneous.” 


21278—58—pt. 2—-—_-19 
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The case was affirmed upon the grounds and for the reasons set forth in the 
memorandum opinion of the District Court. Weldon v. Interstate Commerce 
Commission, 6 Cir., 1951, 188 F. 2d 367. 

The case of Interstate Commerce Commission v. Service Trucking Co., D. C. 
Pa. 1950, 91 F. Supp. 533 was decided in 1950. The question was very similar to 
that raised in the case of Interstate Commerce Commission v. Dunn, supra. The 
Court held that an interstate trucker was exempt while hauling eggs one way, 
eggs clearly being an exempt commodity, even though he hauled non-exempt 
commodities on the return load. The Court stated, 91 F. Supp. at page 534, 
“* * * T am satisfied that the exemption applies unless the carrier who trans- 
ports exempt commodities also transports nonexempt products at the same 
time in the same vehicle.” The commodity that was being hauled on the return 
load was dressed poultry but the Court did not decide whether it was an exempt 
The ee discussed 

e u iscu several rules of statutory construction. At pa 5 
of 91 F. Supp. it stated: , ao 

“* * * Whatever the exact import of the Commission’s rulings, implied 
adoption of judicial construction upon the reenactment of a statute is but 
one factor in the total effort to give fair meaning to statutory language. 
Federal Communications Commission v. Columbia Broadcasting System, 
311 U. S. 312, 61 S. Ct. 152, 85 L. Ed. 87, and, of course, the same is true of 
reenactment after administrative construction.” 

At page 535 of 91 F. Supp., the Court also stated: 

“The Court in the Dunn case was undoubtedly aware of the rule for 
strict construction of exemptions and reached its conclusion nevertheless. 
The rule will not be applied to the extent of requiring an interpretation 
contrary to what appears to be the intent of the law.” 

The Court discussed the weight to be accorded administrative rulings at page 
535 of 91 F. Supp. : 

“The Commission relies primarily upon a course of administrative rulings 
in which the Commission required carriers, in the same situation as this 
defendant, to get operating authority. I recognize the rule of statutory 
interpretation which accords great weight to the rulings of regulatory 
bodies, but it seems to me that where the question is one not wholly de- 
pendent upon matters within the expert, technical, or statistical field in 
which the regulatory body is preeminently qualified to judge, but which 
primarily involves jurisdiction, the force of the administrative rulings is 
less than it would otherwise be. The same argument was considered by the 
Court in the Dunn case, which was decided February 5, 1948. The Court 
doubted that there was such a settled construction by the Commission as 
would be entitled to great weight but went on to say ‘Even if there be such 
we may not follow it if clearly wrong.’ ” 

The decision was affirmed on appeal. Intertsate Commerce Commission v. 
Service Trucking Co. (3 Cir., 1951), 186 F. 2d 400. The opinion on appeal was 
very similar to that in the trial court. At page 402 of 186 F. 2d the Court 
stated: “We think the Commission decisions interpreting 203 (b) (6) of the 
Act are clearly wrong.” It cited with approval the statement from Interstate 
Commerce Commission v. Dunn, supra, which was critical of the Interstate Com- 
merce Commission’s interpretation of the exemption contained in Section 203 
(b) (6) of the Act. At page 402 of 186 F, 2d the Court stated in regard to the 
interpretation claimed by the appellant Interstate Commerce Commission : 

“We agree, however, that the interpretation sought by appellant ‘* * * is 
so unreasonable and so crippling * * * to the free interstate carriage of 
the privileged commodities, and even contrary to the general policy of the 
legislation, that it cannot be the true legislative intent.’ ” 

As a proper construction of the exemption contained in Section 203 (b) (6) 
of the Act, the Court stated 186 F. 2d at page 402, it agreed with that placed on 
it by Commissioner Lee in his dissenting opinion in the second Monark Egg 
case, supra. 

On April 13, 1951, the Interstate Commerce Commission handed down its find- 
ings in No. M. C.-C-968, Determination of Exempted Agricultural Commodities, 
and as a part of the same report, No. M. C.-107669, Norman E. Harwood Con- 
tract Carrier Application. The entire report is cited as 52 M. C. C. 511. The 
scope and purpose of this report can be gathered from a statement made on 
pages 2 and 8 of the report: 
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“The title proceeding is an investigation instituted on our own motion 
into and concerning the meaning of the term ‘agricultural commodities (not 
including manufactured products thereof)’ as used in section 203 (b) (6) of 
the Interstate Commerce Act. Upon consideration of petitions filed by the 
Secretary of Agriculture, and jointly by the Atlantic Commission Co., Inc., 
and others by a concurrent order, we reopened No. M. C.-107669, Harwood 
Contract Carrier Application, 47 M. C. C. 597, hereinafter called the Har- 
wood case, for further hearing on a consolidated record with the investiga- 
tion proceeding. 

“Representatives of the United States Department of Agriculture and a 
large number of States, agricultural marketing associations, farmer organ- 
izations, shippers, growers, and other interested parties appeared and sub- 
mitted evidence. A number of rail and motor carriers also appeared but 
only one presented any affirmative evidence. Neither the applicant in the 
Harwood case nor anyone in his behalf appeared at the further hearing in 
that proceeding.” 

In this proceeding it was decided that the Harwood application be denied for 
a failure to establish that he was willing and able to conduct the proposed epera- 
tion. With reference to the Harwood case the Interstate Commerce Commission 
stated at page 69 of its report: 

“There remains for consideration, the application in No. M. C.—107669: (the 
Harwood case.) As stated in the prior report in that proceeding, the need 
there found to be existing for Harwood’s proposed service was for the trans- 
portation of fresh fruits and vegetables and processed fresh vegetables (in- 
cluding those chopped up), from and to described points and areas. In view 
of our conclusions herein that chopped-up vegetables do not come within the 
partial exemption, a permit is required at least with respect to that portion 
of the operation proposed. As previously stated, however, neither applicant 
nor anyone in his behalf appeared at the further hearing in the Harwood 
proceeding. In the circumstances, it appears that applicant, Norman E. Har- 
wood, is no longer interested in his application. Accordingly, we shall deny 
the application.” 

The findings of the Interstate Commerce Commission pertinent to the question 
here involved were as follows: 

“In No. M. C.-C—-968, we find that the term ‘agricultural commodities (not 
including manufactured products thereof)’ as used in section 203 (b) (6) of 
the Interstate Commerce Act means: Products raised or produced on farms 
by tillage and cultivation of the soil (such as vegetables, fruits, and nuts) ; 
forest products; live poultry and bees; and commodities produced by ordi- 
nary livestock, live poultry, and bees (such as milk, wool, eggs, and honey), 
but not including any such products or commodities which, as a result of some 
treatment, have been so changed as to possess new forms, qualities, or proper- 
ties, or result in combinations. 

“We find that the term ‘agricultural commodities (not including manu- 
factured products thereof)’ as used in section 203 (b) (6) includes: (1) 
fruits, berries, and vegetables which remain in their natural state, includ- 
ing those packaged in bags or other containers, but excluding those placed 
in hermetically sealed containers, those frozen or quick frozen, and those 
shelled, sliced, shredded, or chopped up; (2) fruits, berries, and vegetables 
dried naturally or artificially; (3) seeds, including inoculated seeds, but 
not seeds prepared for condiment use or those which have been deawned, 
searified or otherwise treated for seeding purposes; (4) forage, hay, straw, 
corn, and sorghum, fodder, corn cobs, and stover; (5) (a) hops and castor 
beans, and (b) leaf tobacco, but excluding redried tobacco leaf; (6) raw 
peanuts, and other nuts, unshelled; (7) whole grains, namely, wheat, rye, 
corn, rice, oats, barley, and sorghum grain, not including dehulled rice and 
oats, or pearled barley; (8) (a) cotton in bales or in the seed, (b) eotton- 
seed and flaxseed, and (c) ramie fiber, flax fiber, and hemp fiber; (9) live 
poultry, namely chickens, turkeys, ducks, geese and guineas; (10) milk, 
cream, and skim milk, including that which has been pasteurized, standard- 
ized milk, homogenized milk and cream, vitamin ‘D’ milk, and vitamin ‘D’ 
skim milk; (11) wool and mohair, excluding cleaned and scoured wool and 
mohair; (12) eggs, including oiled eggs, but excluding: whole or shelled 
eggs, frozen or dried eggs, frozen or dried egg yolks, and frozen or dried egg 
albumin; (18) (a) trees which have been felled and those trimmed, cut to 
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length, peeled or split, but not further processed, and (b) crude resin, maple 
sap, bark, leaves, Spanish moss, and greenery; (14) sugar cane, sugar beets, 
honey in the comb, and strained honey. 

“In No. M. C.-107669, on further hearing, we find that applicant has failed 
to establish that he is willing and able to conduct the proposed operation; 
and that the application should be denied. 

“There are differences of opinion among the members of the Commission 
with respect to whether certain of the commodities named in the findings in 
the title proceeding are agricultural commodities within the meaning of 
section 203 (b) (6) of the act, but to the extent that the commodities named 
therein are found to fall within the exemption the finding with respect to 
each commodity or group of commodities has the approval of a majority 
of the Commission although not. the same majority in all instances. 

“An appropriate order will be entered discontinuing the proceeding No. 
M. C.-C—968, and denying the application in No. M. C.-107669.” 

Commissioner Lee concurred in part but was of the view the majority report 
construed the agricultural exemption too marrowly. He stated at p. 75 of 
the report: 

“It is my considered opinion that the following are agricultural com- 
modities and as such fall within the partial exemption provided in section 
203 (b) (6): 

“Fruits, berries, and vegetables which have been shelled, sliced, shredded, 
chopped up, or frozen or quick frozen, with the possible exception of those 
which in their frozen state are substantially changed in character and 
appearance. 

“Seeds which have been deawned, scarified, or otherwise treated for seed- 
ing purposes. 

“Redried tobacco leaf. 

“Shelled raw peanuts and other shelled raw nuts, 

“Dressed and cut-up chickens, turkeys, ducks, geese, and guineas. 

“Cleaned and scoured wool and mohair. 

“Shelled and frozen eggs.” 

Commissioner Patterson concurred in this result. 

Commissioner Rogers dissented on the theory that the majority opinion’s 
view of the exemption was too broad and that it should be limited to the 
farmer alone and then to the point where the commodity first enters the regular 
channel of commerce. Commissioner Cross concurred in this dissent. Com- 
missioner Johnson also dissented. Commisioners Mitchell and Knudson took no 
part in these proceedings. 

An examiner of the Interstate Commerce Commission had heard the evidence 
and had made his findings as to what commodities were exempt under the Act. 
As to the findings of that examiner in regard to the poultry and livestock 
groups, it was stated at page 52 of the Report: 

“The examiner concluded that the following are unmanufatcured agricul- 
tural commodities: (1) chickens, turkeys, ducks, geese, and squab, alive 
or killed, picked, drawn, cut-up, frozen or unfrozen; (2) feathers, hackles, 
quills, and down from ducks and geese; and (3) eggs, including whole eggs 
and oiled eggs, but excluding frozen or dried eggs, and frozen or dried egg 
yolks and albumin.” 

Without any further evidence having been introduced the majority of the Com- 
mission rejected this finding as follows: 

‘“* * * But slaughtered animals are not embraced in the definition of 
ordinary livestock and we are impelled to conclude that the products 
thereof, such as fresh meat and meat products, do not fall within the de- 
scription ‘agricultural commodities’ as used in section 203 (b) (6). It 
logically follows that neither killed poultry nor any products thereof come 
within the term under consideration. We conclude that poultry other 
than that alive is not an agricultural commodity within the meaning of 
section 2083 (b) (6). Further, we are of the opinion that birds of the air 
such as doves and pigeons are not agricultural commodities.” 


The majority opinion therein discussed, on pages 18, 19, and 20 of the Report, 
the applicability of the channel of commerce theory, and in connection therewith 
the breadth of the exemption contained in section 203 (b) (6). The discussion 
is as follows: 

“The partial exemption contained in section 203 (b) (6) is directed to the 
motor vehicles, not to the transportation of ‘agricultural commodities (not 
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including manufactured products thereof).’ There is no limitation as to the 
points from and to which the motor vehicles may be operated. Although 
the object of the partial exemption as originally framed was to aid the 
farmer in marketing his products, the substitution of the present language 
for the words ‘unprocessed agricultural products’ clearly resulted in a 
broadening of the exemption. That this is so was made plain by the chair- 
man of the subcommittee sponsoring the amendment when he stated that 
pasteurized milk and ginned cotton were intended to come within the par- 
tial exemption. He also indicated that cottonseed would fall within the 
exemption. It must be assumed that Congress was familiar with the prac- 
tices obtaining in the industry incidental to the marketing of these and 
other agricultural commodities. As hereinafter shown, the uncontradicted 
evidence in this respect is that the pasteurization, among other processing, 
and bottling of milk for sale to consummers, is customarily (sic) done at 
dairies in the larger cities throughout the country, and that the bulk of the 
cotton seed is sold by the farmer to the ginners. In the light of these prac- 
tices and the clear intent of Congress that pasteurized milk was to be in- 
cluded in the partial exemption, irrespective of the fact that the milk was 
processed after entering the ordinary channels of commerce, or that the 
cottonseed was sold to the ginner, it is difficult to conclude that Congress 
intended that other agricultural commodities, processed (but not manu- 
factured) or packaged for consumer use, regardless of ownership, should 
be treated differently. Moreover, to hold that the place at which the com- 
modities are predominantly processed or packaged is controlling of the 
applicability of the partial exemption would, in many instances, prevent 
the movement by exempt vehicle of items processed or packaged by farmers 
themselves, a result obviously not intended by Congress. 

“Certain of the exceptants contend that by amending the original phrase- 
ology of the partial exemption, Congress intended to broaden the exemption 
only to the extent of including therein pasteurized milk, ginned cotton, and 
cottonseed. If such a result had been intended Congress could simply have 
added the three named commodities after the words ‘unprocessed agricul- 
tural products.” We think the commodities mentioned were intended to 
be illustrative of the types of processing permissible under the partial 
exemption as now phrased. 

“It is significant that in other subparagraphs of section 203 (b), Congress 
specifically limited the operations of exempt motor vehicles. For example, 
section 203 (b) (1) applies to ‘motor vehicles employed solely in transport- 
ing school children and teachers to or from school’; section 203 (b) (3) 
relates to ‘motor vehicles owned or operated by or on behalf of hotels and 
used exclusively for the transportation of hotel patrons between hotels 
and local railroad or other common carrier stations,’ section 203 (b) (4a) 
applies to ‘motor vehicles controlled and operated by any farmer when used 
in the transportation of his agricultural commodities * * *; and section 
203 (b) (5) concerns ‘motor vehicles controlled and operated by a coopera- 
tive association * * *.’ In light of the foregoing limitations imposed upon 
the operations of the particular exempt motor vehicles, and the failure of 
Congress similarly to limit exempt motor vehicles carrying ‘agricultural 
commodities (not including manufactured products thereof),’ the argument 
advanced by exceptants that the partial exemption of section 203 (b) (6) 
applies only to exempt motor vehicles carrying unmanufactured agricultural 
commodities from the farm to the point where they enter the ordinary 
channels of commerce is without merit. 

“Certain of the certificated motor carriers, exceptants herein, transport- 
under appropriate authority such commodities as shelled raw peanuts and 
dressed poultry, heretofore found by division 5 to be without the partial 
exemption. They fear that a reversal of these prior decisions would result 
in irreparable damage to them through the loss of a considerable portion of 
their traffic to operators of exempt motor vehicles, and contend that by its 
failure to amend section 203 (b) (6), at least since the issuance of the 
second report in the Monark Egg Case, Congress by implication must be 
considered to have acquiesced in the interpretation placed thereon by divi- 
sion 5. In the Love Case, a similar contention made by us in respect of 
the interpretation by division 5 of the term ‘fish (including shell fish)’ as 
used in section 203 (b) (6), was rejected by the court. We are here con- 
cerned only with the meaning of the words ‘agricultural commodities (not 
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including manufactured products thereof)’ as used in section 203 (b) (6). 
Inconvenience or hardships, if any, that result from following a proper 
interpretation of the statute can be relieved only by Congress. We con- 
clude that the ‘channel of conimerce’ principle is not appropriate for use in 
determining the applicability of the partial exemption.” 
Also on April 13, 1951, the fourth opinion in the Monark Egg case was handed 
down. Monark Egg Corporation Contract Carrier Application, No. M. C.—89207, 
52 M. C. C. 576. The Interstate Commerce Commission affirmed its holding in 
its third opinion. That case will be discussed in detail later. 

On April 3, 1952, the case of Interstate Commerce Commission v. Yeary Trans- 
fer Co., Inc., D. C. Ky. 1952, 104 F. Supp. 245 was decided. The Secretary of 
Agriculture appeared in that case as amicus curiae. The Court in that case 
held redried tobacco was an agricultural commodity within the exemption con- 
tained in Section 208 (b) (6). This holding was affirmed without opinion, 6 
Cir., 1953, 202 F. 2d 151. The particular commodity redried leaf tobacco, had 
been found to be an exempt agricultural commodity by the examiner in the 
Determination proceeding but his finding had been reversed by the Interstate 
Commerce Commission and the majority of that Commission held it to be a 
manufactured article. The Court reached the same result as the examiner and 
disagreed with the Interstate Commerce Commission holding in the Determina- 
tion case on the status of redried tobacco. No direct reference to the Determi- 
nation proceeding was made. 

Several rules of statutory construction were discussed by the Court at page 
247 of 104 F. Supp. as follows: 

“The rule of strict construction of exemptions upon which plaintiff relies 
should not be applied to the extent of requiring a result contrary to the 
clear intent of the law. Neither should the rule attributing great weight 
to contemporaneous administrative rulings be applied to require the Court 
to follow such rulings when they are found to be clearly wrong.” 

The contention was apparently made in this case that the defendant's defense 
that redried tobacco came within the agricultural exemption was a collateral 
attack upon an order of the Interstate Commerce Commission. In that regard 
the Court stated on page 247 of 104 F. Supp: 

“The facts set out in paragraphs 7 and 8 of the stipulation and the ex- 
hibits attached thereto are insufficient to render the defense herein asserted 
by the defendant a collateral attack upon an order of the Commission or 
to preclude assertion of such defense in this action.” 

On July 9, 1952, the Motor Carrier Act, Section 203 (b) (4a) and (6) were 
amended by passage of the bill S. 2357 which inserted the words “including horti- 


cultural” after the word “agricultural” in each of said Sections. The bill, 


S. 2357, as originally introduced, as well as several amendments in the nature 


of substitutes, would have limited the scope of the exemptions provided by sub- 


paragraph (6) here involved. Senate Report No. 1615 of May 29, 1952, 82d 
‘Congress, 2d Session, which accompanied S. 2357, makes that clear. At page 
2 of said Report it is stated: 

“As originally introduced, S. 2357 would have restricted the use of the 
agricultural exemption to motor vehicles controlled or operated by the 
farmer. 

“As amended, the bill leaves untouched the present language of sections 
203 (b) (4a) and 203 (b) (6) of the Interstate Commerce Act except to 
make it clear that the term ‘agricultural commodities’ includes ‘horticul- 
tural commodities’ such as nursery stock, flowers, and bulbs.” 

SS. 2357 was originally introduced by Senator Johnson of Colorado (by request) 
on January 10, 1952. As introduced, it was proposed that 203 (b) (4a) be 
changed to read as follows: 

(4a) Motor Vehicles controlled and operated by any farmer, (i) trans- 
porting supplies to his farm, or (ii) transporting ordinary livestock as 
defined in section 20 (11) of this Act, or agricultural commodities (not 
including livestock or commodities which have been processed to a greater 
extent than is customarily done by farmers) prior to their marketing by the 
farmers raising or producing such livestock or commodities, if such motor 
vehicles are not used at the same time or on the return trip or customarily 
in any other kind of transportation for compensation ; or” 

Section 203 (b) (6) would have been changed to read as follows: 

*(6) Motor vehicles transporting unprocessed fish (including shell fish) 
to market for the fisherman catching such fish, if such motor vehicles are not 
used at the same time or the return trip or customarily in any other kind 
of transportation for compensation ; or”’ 





PROBLEMS OF THE RAILROADS 1035 


One “amendment,” in the nature of a substitute for S. 2357, proposed that 203 
(b) (6) be changed to read as follows: 

“(6) the transportation of property consisting of ordinary livestock (in- 
cluding poultry), whole fresh fish (including shell fish), or agricultural 
commodities (not including manufactured products thereof), in the first 
movement from the point of production to the point of sale by the producer, 
or to the point of manufacture or transshipment; the point of production for 
fish shall mean the wharf or other landing place at which the fisherman de- 
barks his catch, the point of production for livestock or agricultural products 
shall include the point at which they are gathered for initial shipment 
to the point of first sale, manufacture, or transshipment, and the point 
of first sale shall not be deemed to include the point of production; or”. 

Another proposed amendment in the nature of a substitute for S. 2357 would 
have changed 208 (b) (4a) to read as follows: 

“(4a) the transportation by motor vehicle for compensation, from farm 
to market, or to the point of first off-the-farm processing, or to storage, of 
ordinary livestock, nursery stock, or other agricultural commodities (not 
including manufactured products thereof) ; or’. 

It would have also changed 203 (b) (6) to read as follows: 

“(6) the transportation by motor vehicle for compensation, from wharves 
or other landing places at which fishermen debark their catch, to market or 
to the first point of processing, or to storage, of fish (not including manu- 
factured products thereof) ; or”. 

In connection with this some 1952 legislation, extensive hearings were held 
before a Senate subcommittee. Mr. Idol, General Counsel of the American Truck- 
ing Association, Inc., made the following statement in respect to S. 2357 as 
originally introduced while testifying before the said subcommittee: 

“I think our principal point on this particular language used in the bill 
before us is that it elimnnates completely any exemption with respect to any 
transportation not performed by a farmer. You would have not exemption 
whatever, even in the area between point of production and the initial market 
which it would seem to me is impracticable in many Cases and very expensive 
with respect to enforcement.” 

Page 374, Hearings Before the Committee on Interstate and Foreign Commerce, 
United States Senate, 82d Congress, 2d Session, (1952). After the passage of 
the 1952 amendment, which inserted the words “including horticultural”, the 
ease of Florida Gladiolus Growers Ass’n v. U. 8., D. C. 8S. D. Fla. 1952, 106 F. 
Supp. 525 was decided. That Court held cut gladiolus and gladiolus bulbs were 
agricultural commodities within the exemption of Section 203 (b) (6). The 
Court stated that the 1952 amendment merely declared the prior law. At page 
526 of 106 F. Supp. it stated: 

“Although the institution of this suit antedated the passage of the statute 
above mentioned, the statute is merely declaratory of the general law as it 
existed when suit was brought. The courts have long defined the term 
‘agriculture’ to include horticulture, which embraces, amongst other things, 
the raising and culture of nursery stock. * * *” 

The Court discussed the decision in the 1951 Interstate Commerce Commission 
Determination hearing, supra, which had held nursery stock, flowers, and bulbs 
were not within the exemption of Section 203 (b) (6) and rejected that 
conclusion. 

On January 12, 1953, the United States Supreme Court handed down its 
decision in the case of American Trucking Associations, Inc., v. United States, 
344 U. S. 298, 73 S. Ct. 307, heretofore referred to, in which the rules of the 
Interstate Commerce Commission relating to leasing and exchange of equipment 
were held valid. 

On March 25, 1953, the Interstate Commerce Commission decided the case of 
In re William Blaue, heretofore referred to, relating to the so-called “newspaper 
exemption.” 

On May 4, 1953, the United States District Court for the Eastern District of 
Pennsylvania held that scoured wool came within the exemption of Section 203 
(b) (6). Interstate Commerce Commission v. Wagner, 112 F. Supp. 109. 

No other pertinent decisions or material bearing upon the exemption provi- 
sions of the Act, other than those referred to herein, have been cited by counsel 
or found. 

Counsel for the Interstate Commerce Commission place some stress upon the 
case of Interstate Commerce Commission v. Weldon, D. C. W. D. Tenn. 1940, 90 
F. Supp. 873, affirmed, 6 Cir., 1951, 188 F. 2d 367, heretofore referred to, in which 
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raw shelled peanuts were held not to be within the exemption. Counsel for the 
defendant and the Secretary of Agriculture assert that whatever pertinency 
that decision may have to the question here under consideration, its authority 
has been greatly weakened by subsequent holdings. They point out that the 
court holding in that case was based upon the holdings in the first and second 
Monark Egg Corporation cases, supra, and the channel of commerce theory upon 
which they were based, and that in the third and fourth Monark Egg Corporation 
cases the Interstate Commerce Commission reversed its holdings in the first and 
second of these cases and that the Interstate Commerce Commission subsequently 
abandoned the channel of commerce theory so far as the agricultural exemption 
was concerned. They also point out that the later case of Interstate Commis- 
sion v. Woodall Products Co., Inc., D. C. Ky. 1952, 104 F. Supp. 245, affirmed, 
6 Cir., 1953, 202 F. 2d 1951, which held that redried tobacco was within the 
exemption, was also a Sixth Circuit case and that it is contrary in theory to the 
earlier Weldon case in the same Circuit. Counsel stated that there are no court 
decisions in which the question of dressed poultry being within the exemption 
has been directly passed upon. In the case of Interstate Commerce Commission 
v. Woodall Products Co., Inc., D. C. N. D. Ga, 1953, 112 F. Supp. 639, the defend- 
ant was hauling dressed poultry in interstate commerce by motor vehicles. It 
did not have a certificate or permit from the Interstate Commerce Commission. 
The Interstate Commerce Commission sought to enjoin it from engaging in such 
hauling until it secured either a certificate of public convenience or necessity as 
a common carrier or a permit as a contract carrier. The defendant set up two 
defenses. Its first defense was that it was a private carrier engaged in trans- 
porting dressed poultry owned by it and that by virtue of Section 303 (a) (17), 
Title 49 U.S. C. A., it was not required to secure either a certificate or a permit. 
Its second defense was that pressed poultry was an exempt commodity under the 
provisions of Section 303 (b) (6), Title 49 U. S. C. A. The Court held that the 
defendant had sustained its first defense and did not pass upon the question as 
to whether dressed poultry was an exempt commodity under the provisions of 
Section 303 (b) (6). Other than the cases referred to herein, no cases have been 
cited or found construing the provisions of the agricultural exemption. None of 
the cases referred to herein relating to the provisions of agricultural exemp- 
tion are particularly in point or of helpful assistance on the question here in- 
volved. Therefore, the matter of administrative interpretation and legislative 
history needs to be considered. 

In the written brief filed by the Interstate Commerce Commission it was 
Claimed that the defendant in this proceeding was collaterally attacking an 
order of the Commission. In oral argument counsel for the Commission stated 
that upon further consideration they were of the view that the matter of such 
attack is not involved in this case. They also stated that this action does not 
involve the delegated rule making, or so-called legislative power, of the Com- 
mission, but what is involved, among other matters, is administrative construc- 
tion or interpretation. The parties devoted a substantial portion of their briefs 
and oral argument to the matter of administrative construction or interpretation. 

[4] The law is well settled that the interpretation placed upon a statute 
by an administrative agency entrusted with responsibility in a particular field 
by Congress is entitled to great weight. The construction placed by the Inter- 
state Commerce Commission on a statute which it is charged with enforcement 
of is entitled to great weight and is not lightly to be interfered with by the 
courts. New York, New Haven & Hartford R. Co. v. Interstate Commerce 
Commission, 1905, 200 U. 8. 361, 401, 402, 26 S. Ct. 272, 50 L. Ed. 515. In the 
recent case of Dart Transit Co. v. Interstate Commerce Commission, D. C. Minn. 
1953, 110 F. Supp. 876, affirmed by the United States Supreme Court June 15, 
1953, 345 U. S. 980, 73 S. Ct. 1138, Circuit Judge John B. Sanborn, speaking for 
a three-judge court, stated at page 880 of 110 F. Supp.: “In the interest of uni- 
formity in the regulation and policing of the motor carrier industry, it is of 
course essential that the Commission be subjected to as little * * * interference 
as the law will permit.” 

It is the claim of the Interstate Commerce Commission that its official inter- 
pretation of Section 203 (b) (6) has been that dressed poultry does not come 
within its provisions. In that connection it refers to the Frank Battaglia Com- 
mon Carrier Application, 18 M. C. C. 167 (1939) and its statements in the first 
and second Monark Egg cases. In the first Monark Egg case, 26 M. C. C. 615 
(1940), the Commission had under consideration an application of the Monark 
Egg Corporation for a certificate permit as a contract carrier to transport fresh 
and frozen fish, fillets of fish, and also oysters. The Corporation claimed that 
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its operations were within the exemption of Section 203 (b) (6) and that its 
application was made for purposes of clarification. The Commission denied 
the application. The Corporation did not make application for authority to 
transport dressed poultry. The Commission noted that some of the Corpora- 
tion’s truck were so used and in connection with its ruling on fish and oysters 
stated, “Dressed poultry does not come within the term livestock * * *.” The 
Commission reopened the case and handed down the opinion known as the 
second Monark Egg case opinion, 44 M. C. C. 15 (1942). In that opinion the 
Commission stated that dressed poultry was a “manufactured product” and not 
within the exemption. The Commission stated at p. 18 of 44 M. C. C.: 

“The legislative history indicates that the benefits of the exemption were 
intended for the farmer by affording relief in the transportation of his 
products to the point where they first enter the ordinary channels of 
commerce.” 

This statement is the so-called “channel of commerce” theory which was later 
abandoned by the Commission. In its opinion the Commission stated on page 17 
of 44 M. C. C. that the words “manufactured products thereof” used in Section 
203 (b) (6) related only to “agricultural commodities” and not to “fish” or 
“ordinary livestock.” It appears from a footnote to the opinion that “fillet is the 
meat, free of fins, most of the bones and other waste material, as taken from the 
two sides.” It was the holding of the Commission that only fish as taken from 
the water had the status of fish under Section 203 (b) (6). In the case of Inter- 
state Commerce Commission v. Love, D. C., 1948, 77 F. Supp. 63, supra, it was 
held that headless shrimp were within the exemption provisions of Section 203 
(b) (6). In the Senate Committee Report under 8. 50, on pages 814-825, there 
appears a legislative history of Section 203 (b) (6) prepared by David G. Mac- 
Donald who appeared as counsel for certain certificated carriers in opposition to 
the liberalization of the provisions of Section 203 (b) (6). In that legislative 
history, at p. 825 of said Report, the following appears relating to the decision in 
the Love case: 

“The result of this decision, then, was to overturn nearly 15 years of 
administration of the act by throwing into the exempt category many 
commodities which had been considered nonexempt * * * The Commission 
appealed the case but lost it in the circuit court (172 F. 2d 244), * * * On 
April 11, 1949, after the appeal in the Love case had failed, the Commission 
reopened the Monarch (sic) case, supra, to render its decision as to the mean- 
ing of ‘fish’ * * * in the light of the decision in that case. It found that 
the phrase includes: ‘Frozen, quick frozen and unfrozen fish in the various 
forms in which it is shipped, such as * * * beheaded and gutted fish, filleted 
fish, beheaded shrimp, * * * In summary then, the original interpretation 
of the Commission * * * has been overturned. As a substitute the liberal 
interpretation now applied, extended to its logical conclusion, has removed 
from regulation the transportation of all edible fishery products—the Com- 
mission’s reservations as to canned and preserved fish will not survive if put 
to a judicial test. Dressed poultry, fresh meats, and other products are in 
line for the same treatment.” 

The decision in the Monark Egg case of April 11, 1949, is known as the third 
Monark Egg case opinion, 49 M. C. C. 693. The Interstate Commerce Commission 
then reopened the Monark Egg Company case for further arguments. It was 
reopened upon the application of certain intervenors who claimed that the opinion 
of the Commission in the third case gave too broad an interpretation to the word 
“fish” in Section 203 (b) (6). On April 13, 1951, the Commission handed down 
another opinion in the case. 52 M. C. C. 576. It is known as the fourth opinion 
in the Monark Egg case. In that opinion it was stated that the Secretary of 
Agriculture was in general accord with its third opinion in the case. The Com- 
mission adhered to the interpretation given by it in the third opinion. On page 
579 of 52 M. C. C., the last opinion, the Commission states: “The beheading, 
gutting, or filleting of fish or the removal of the shell from shellfish does not 
cause any of the fish or shellfish to be any of the less such. They continue to 
be fish or shellfish in their natural state * * *.’ On page 581 of 52 M. C. C, the 
Commission stated that it had rejected the “channel of commerce” principle. 

On April 13, 1951, the Commission handed down its report in the Determina- 
tion of Exempted Agricultural Commodities, No. M. C.—C.-968, 52 M. C. C. 511, 
heretofore referred to. 

The defendant and the Secretary of Agriculture question whether the state- 
ments made by the Commission in the first and second Monark Egg Corporation 
cases should now be regarded as having the status of an interpretation by the 
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Commission on the question here involved. In the first Monark Dgg Corporation 
case the statement of the Commission was that “dressed poultry” was not 
“livestock” within the provision of Section 203 (6). The defendant and the 
Secretary of Agriculture point out that the question of whether “dressed poultry” 
is livestock is not involved in the present case. They also point out that in 
the third opinion the Commission reversed its holdings in the second opinion 
and that such reversal left any statements made by the Commission in the 
second opinion in a very dubious state. All of the parties are in agreement that 
in the Determination case, supra, the Commission did construe and interpret 
Section 203 (b) (6) to exclude dressed poultry on the ground that it was a 
manufactured product. Prior to such determination a trial examiner of that 
agency had held an extensive hearing. The examiner concluded that dressed 
poultry was an unmanufactured product. The Commission reversed the examiner 
and concluded that dressed poultry was a manufactured product within the 
provisions of Section 203 (b) (6). The defendant and the Secretary of Agri- 
culture claim that the weight to be given to that finding is weakened by the fact 
that the trial examiner after an extended hearing had found otherwise and by 
the fact that only four of the Commissioners concurred in the Determination 
report as a whole. 

[5] The weight given by the courts to administrative interpretation is based 
in part at least upon the theory that a particular agency has “expertness” in a 
particular field in which it has been entrusted with responsibility by Congress. 
The Secretary of Agriculture claims that he has been charged with responsi- 
bility in the particular field here involved. His claim in that regard is set forth 
in the brief filed in his behalf as follows: 

“By section 203 (j) of the Agricultural Marketing Act of 1946 (7 U. S. C. 
section 1622 (j) [7 U. 8S. C. A. § 1622 (j)]), Congress has authorized and di- 
rected the Secretary of Agriculture to assist ‘in improving transportation 
services and facilities and in obtaining equitable and reasonable transpor- 
tation rates and services and adequate transportation facilities for agricul- 
tural products and farm supplies by making complaint or petition to the 
Interstate Commerce Commission * * * with respect to rates, charges, tar- 
iffs, practices, and services, or by working directly with individual carriers 
or groups of carriers’ (emphasis supplied). This duty of the Secretary 
of Agriculture with respect to agricultural products is to be performed 
in the attainment of the marketing and transportation policy set forth 
in section 202 of the Agricultural Marketing Act of 1946 (7 U. S. C. 
section 1621). That policy of Congress provides inter alia for ‘an in- 
tegrated administration of all laws enacted by Congress to aid the dis- 
tribution of agricultural products through * * * regulatory activities, to 
the end that marketing methods and facilities may be improved, that 
distribution costs may be reduced and the price spread between the pro- 
ducer and consumer may be narrowed, that dietary and nutritional 
standards may be improved,’ and new and wider markets developed. 
The Secretary of Agriculture is also authorized to participate in pro- 
ceedings before the Commission relative to rates, charges, tariffs, and 
‘practices’ relating to the transportation of farm products (7 U.S. C. section 
1291 (a) and (b)), and in such cases the Secretary may take part in the 
subsequent judicial proceedings (7 U. S. C. section 1291 (b)). 

“Poultry production has an important place in the agricultural economy of 
the nation. In 1945 poultry was produced on 80 percent of the nation’s 
farms. In 1949 more than $3,500,000,000, 11 percent of the total gross 
farm income in the United States, was derived from the sale of poultry 
and poultry products. The efficient marketing of a large part of the na- 
tion’s production of poultry and poultry products is dependent upon the 
availability of motor trucks. In 1950, 76 percent of all shipments of dressed 
poultry received at the principal markets moved by motor truck. Any 
action which impedes the availabilty of motor trucks carrying dressed poul- 
try will result in injury to the agricultural economy.” 

It is the claim of the Secretary of Agriculture that his responsibility in the matter 
of the transportation of agricultural commodities is such that the administrative 
interpretation of the Department of Agriculture as to whether or not “dressed 
poultry” is a “manufactured product” is entitled to equal weight with that of 
the Interstate Commerce Commission. In oral argument counsel for the Secre- 
tary of Agriculture stated that so far as “expertness” in the matter of farm 
commodities was concerned the “expertness” of the Department of Agriculture 
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in the matter of the classification of them was not only equal to but, if anything, 
greater than that of the Interstate Commerce Commission. He further stated 
that the Department of Agriculture has had more to do with poultry, including 
the classification thereof, for a much longer period of time than has the Interstate 
Commerce Commission. The defendant, as heretofore noted, presented evidence 
at the time of the trial to the effect that the Department of Agriculture classifies 
“dressed poultry” as an unmanufactured product. 

The Interstate Commerce Commission states that it is the particular agency 
which is charged with the responsibility of enforcement of the provisions of Sec- 
tion 203 (b) (6) and that such being the case its administrative interpretations 
are entitled to great weight and not the interpretations of the Department of 
Agriculture. 

The defendant and the Secretary of Agriculture point out that, with but one 
exception, in all of the cases in which the constructions or interpretations that 
the Interstate Commerce Commission has placed on Section 203 (b) (6) have 
been tested in the courts, its constructions or interpretations have been held to 
be erroneous. The exception being the case of Interstate Commerce Commission 
v. Weldon, supra, which defendant and the Secretary of Agriculture state is of 
dubious authority in view of later holdings. 

In the present case, the only relevancy of administrative construction or inter- 
pretation is to the matter of Congressional intent. The question is whether or 
not the agency making the particular contention or interpretation has correctly 
ascertained the intent of Congress. Administrative construction or interpreta- 
tion is but one of several extrinsic aids in the interpretation of statutes. Another 
extrinsic aid is legislative history. Where the provisions of a statute are am- 
biguous, the legislative history may often be revealing on the matter of legislative 
intent and may be more satisfactory evidence of legislative intent than adminis- 
trative construction or interpretation. In the present case the parties are in 
controversy as to whether the administrative constructions or interpretations 
advanced are in accord with the intent of Congress as revealed by the legislative 
history of the Act. All of the parties contend that the legislative history of the 
Act supports their respective claims as to the intent of Congress. It would then 
seem desirable to next give consideration to the legislative history of the Act 
before proceeding any further with the matter of administrative construction or 
interpretation. 

In the present case, the matters of importance are what was the purpose of 
Congress in enacting Section 203 (b) (6), and what commodities did it intend 
to include within its provisions? The parties are agreed that the purpose of 
Section 203 (b) (6) was to benefit the farmers. The amendment was not neces- 
sary to relieve the farmers of the expense and trouble of complying with the 
regulations of the National Motor Carrier Act where they operated their own 
trucks to transport their produce or farm supplies. They were relieved of that 
trouble by Section 203 (b) (4a) and Section 203 (b) (9) of the Act. Section 
203 (b) (6) provided for exemption for commercial truckers transporting the 
commodities therein referred to. It is therefore clear that Congress concluded 
that the farmers would be benefited by having the commercial truckers engaged 
in hauling farm commodities exempted from the certificate provisions of the 
Act. In Congressional Committee hearings on proposed amendments to Section 
203 (b) (6), there are frequent references to the matter of the difference in the 
cost of transportation as between the certificated and uncertificated carriers. 
In Senate Hearing on S. 2357, an economist appearing in behalf of the National 
Grange stated, on p. 452 thereof, that the abolition of the exemption would mean 
an increase of transportation costs for farm products by 15 to 25 percent. On 
pages 502 and 503 of Senate Hearing S. 2357 a witness stated that when follow- 
ing the decision in the case of Interstate Commerce Commission v. Love, supra, 
trucks hauling fish were relieved of regulation, the transportation rate on fish 
between Boston and Chicago dropped from $1.25 a hundred to $1.00 a hundred. 
On page 376 of Senate Hearing No. 2357 a witness stated that the certificated 
earriers were rapidly losing out to the uncertificated carriers in the transporta- 
tion of farm commodities. On page 503 of Senate Hearing No. 50, a witness 
listed 17 items that made for higher costs on the part of the certificated carriers 
in comparison to the uncertificated carriers. They were as follows: 

“Principal among the expenses borne by the regulated carrier (even when 
transporting an exempt load) and not incurred by the average itinerant 
owner-operator are the following: (1) cost of preventive maintenance; (2) 
cost of supervising transportation and maintaining safety program, including 
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examining and training drivers and safety patrol work; (3) pay for union 
helper loading and unloading; (4) full union pay scale for driver; (5) extra 
pay for waiting time; (6) employee benefits of group insurance, etc.; (7) 
cost of branch terminals for checking equipment, serving shippers on tracers, 
claims, ete.; (8) cost of tariff publication, and distribution; (9) cost of 
maintaining claim agent, processing claims and payment of uninsured claims ; 
(10) eargo insurance; (11) public liability and property damage insurance 
in adequate limits; (12) workmen’s compensation insurance; (13) general 
and administrative expense, including accounting department, communica- 
tion expense and law expense; (14) State fuel taxes based on reporting 
mileages; (15) Federal and State unemployment charges; (16) social- 
security payments by employers or employees; (17) office rents. In addi- 
tion, such owner-operators customarily do not collect, report and pay the 
3-percent Federal transportation tax, which, when not collected from the 
shipper, becomes the carrier’s obligation. 

“These services and facilities, which the regulated carrier provides, all 
cost money and they all are provided in conformity with the requirements 
of law, the best interest of labor, the needs of the shippers, and protection 
for the public.” 

However, in Senate Hearing S. 2352, on page 441 thereof, a representative of the 
Department of Agriculture stated as follows: 

“We believe that the principal reason why sections 203 (b) (4a) and (6) 
were incorporated in the original Motor Carrier Act, 1935, was that the 
Congress then recognized that the flexible transportation service needed to 
move farm and fishery commodities could not be performed by general 
merchandise haulers.” 

In the present case it was claimed in oral argument by counsel for the defendant 
and the Secretary of Agriculture that the biggest benefit to the farmers of 
exempting commercial truckers engaged in hauling farm commodities from the 
certificate provisions of the Act was the flexibility of operations permitted such 
earriers. It was stated by them that poultry is a commodity as to which the 
market is variable and shifting and that it is frequently necessary to be able to 
make shifts and changes in marketing arrangements on short notice and, in same 
eases, even when the commodities are en route. It was also stated that the 
certificated carriers who operated over fixed routes between specified points were 
ill adapted for the marketing of poultry. Counsel for the defendant stated in 
argument that the charges of the defendant for the transportation of dressed 
poultry were not lower than those of the certificated carriers and that its services 
were made use of by shippers of poultry because of the flexibility of movement 
which its trucks enjoyed. In oral argument it was stated by counsel for the 
Interstate Commerce Commission that, in situations where necessity was shown, 
the Commission was issuing certificates which permitted flexibility of movement 
on the part of the trucks operated thereunder. On the matter of Congressional 
intent, as indicated by the legislative history, all of the parties discussed in their 
briefs and oral arguments that part of the legislative history relating to the 
original enactment of the Act wherein the House amended the House Committee 
Amendment so as to strike out the words “unprocessed agricultural products” 
and inserted in lieu thereof “agricultural commodities not including manufac- 
tured products thereof,” 79 C. R. 12,220. In connection with such change, the 
Interstate Commerce Commission points out that in the discussion relating to the 
change reference was made to the possibility that there might be some doubt as 
to whether “pasteurized milk” and “ginned cotton” might not be included within 
the term “unprocessed agricultural products.” The Interstate Commerce Com- 
misison contends that the purpose and effect of the change in terms was to 
include ginned cotton and pasteurized milk within the scope of the exemption. 
The defendant and the Secretary of Agriculture claim that it was not the intent 
of Congress by the change in terms to limit the effect of the change to ginned 
cotton and pasteurized milk. It is the claim of the defendant and the Secretary 
of Agriculture that by the change in terms Congress manifested the intent that 
the mere fact that an agricultural commodity had been processed would not cause 
it to be outside of the scope of the exemption. It is their claim that Congress by 
the change manifested the intent that farm commodities could be processed with- 
out losing their status as an exempt commodity and that it was only when such 
commodities had achieved the status of manufactured articles that they lost 
their exempt status. Those contentions brought the discussion of the parties 
back to a discussion of the meaning of “manufactured” products which, as here- 
tofore noted, ended in an exchange of definitions. 
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Very few subparagraphs of a section of a Congressional Act have been the 
subject of as much Committee consideration as has been subparagraph (b) (6) 
of Section 203. The Committee Reports show that the words used in that sub- 
paragraph have been discussed at length by numerous witnesses and by com- 
mittee members. At the different Committee hearings there were presented 
and discussed the problems and difficulties occasioned the Interstate Commerce 
Commission by the exemptions granted by that subparagraph ; the effect of those 
exemptions upon competition between certified and uncertified carriers; abuses 
connected with or growing out of those exemptions; the benefits to farmers be- 
cause of those exemptions; the meanings of the words used in that subpara- 
graph; the different court decisions construing the provisions of that sub- 
paragraph; the constructions or interpretations of the Interstate Commerce 
Commission construing the provisions of that subparagraph, including those 
which had been overturned by the courts; and the desirability of broadening or 
restricting the exemptions therein. It is clear that Congress through its Com- 
mittees has been kept unusually well and fully informed as to matters connected 
with that subparagraph. The last Committee hearing at which its provisions 
were considered was on Jaly 28, 1950. 

An unusually large number of amendments have been proposed to Section 
203 (b) (6) and there is an unusually large amount of legislative history ma- 
terial available in connection therewith. The action and attitude of Congress 
as to proposed amendments could be indicative of Congressional intent as to 
the scope and coverage of that subparagraph. 

Starting as early as 1938 bills were introduced or proposed to amend the pro- 
visions of that subparagraph. In 1938 a bill was introduced which was adopted 
by Congress which struck out the word “exclusively” in that part of the subpara- 
graph relating to the use of motor vehicles for other transportation by hire. 
Act, June 29, 1988, c. 811, § 3, 52 Stat. 1237. The effect of that amendment was 
to greatly widen the scope of the exemptions afforded in that subparagraph in 
that it made the commodity being hauled at the time, and not the use of the 
truck, the test of exemption. Also in 1938 three other bills were introduced 
which have been heretofore referred to: S. 3768, 8. 3941, and H. R. 10508. H.R. 
10508 and 8S. 3941 are identical. S. 3768, among other things, would have 
limited the scope of Section 203 (b) (6) to “unmanufactured products obtained 
as a result of raising or keeping of livestock, bees, or poultry.” Its effect would 
have been to limit the scope of the exemption. H. R. 10508 and S. 3941 would 
have had the effect of denying the exemption in cases where the vehicle was 
used at any time for the hauling of nonexempt commodities. Congress did not 
enact any of those bills. Starting in 19388 and continuing over the years, bills 
have been introduced or proposed to amend the provisions of that subparagraph. 
Those bills and paragraphs have heretofore been detailed. The action or non- 
action of Congress on them and the attitude of Congress in connection with them 
could be indictative of Congressional intent as to the coverage of that subpara- 
graph. A résumé or summary of those bills or proposals, and the action of 
Congress thereon, will therefore be made. 

By the Act of June 29, 1938, c. 811, § 3, 52 Stat. 1237, Congress amended the 
subparagraph by striking out the word “exclusively” which appeared in the sub- 
paragraph as originally enacted relating to the use of motor vehicles which 
hauled exempt commodities. The effect of striking out the word “exclusively” 
was to greatly broaden the scope of the exemptions afforded by that subpara- 
graph in that it made the load heing hauled at the time the test of exemption, 

Also in 1938 three bills were introduced: S. 3768, S. 3941, and H. R. 10508, 75th 
Congress, 3d Session. §S. 3768 would have had the effect of limiting the exemp- 
tions of the subparagraph among other ways to “unmanufactured products 
obtained as a result of raising and keeping livestock, bees, or poultry.” H. R. 
10508 was identical with S. 3941. The effect of them would have been to eliminate 
the exemption for any vehicle which hauled non-exempt commodities at any time. 
Congress did not enact any of the bills. On May 27, 1939, the Legislative Com- 
mittee of the Interstate Commerce Commission addressed a letter to Senator 
Wheeler, Chairman of the Senate Committee on Interstate and Foreign Com- 
merce, proposing an amendment to Section 203 (b) (6). The proposed amend- 
ment would have limited its scope so that only the transportation of farm com- 
modities and other commodities named in Section 203 (b) (6) “from the point 
of production, point of primary market, processing, manufacture or trans- 
shipment” would come within its provisions. Senate Committee Report under 
S. 50, page 820. Congress took no action upon that request. On June 29, 1940, 
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the Legislative Committee of the Interstate Commerce Committee addressed 
a letter to the Chairmen of Committees on Interstate and Foreign Commerce 
of the House and Senate proposing an amendment to Section 203 (b) (6) which 
would have restricted the agricultural commodity exemption to the point of 
entering the channel of interstate commerce. Congress rejected the proposal. 

By Act of September 18, 1940, Congress inserted the word “ordinary” preced- 
ing the word “livestock” in the subparagraph. The effect of this change was 
to lead the Commission to change its interpretation of the status of poultry 
which it had first classed as livestock and therefore exempt only when alive. 
On May 28, 1943, Senator Lodge introduced a bill, S. 1148, 78th Congress, 
1st Session, providing for the amendment of the subparagraph. The effect of the 
amendment would have been to limit the exemption to transportation by actual 
producers. Congress did not adopt it. On March 30, 1950, H. R. 7547, 81st 
Congress, 2d Session, was introduced by Mr. Kilday. It specifically provided 
j that the exemption afforded by the subparagraph should in the case of poultry 
be limited to “live poultry” and in general provided for excluding from the 
exemption those commodities that were “slaughtered, frozen or processed.” 
The Senate Committee on Interstate and Foreign Commerce, acting under S. 50, 
held the extensive Committee hearings heretofore referred to in connection 
with transportation problems. In connection therewith hearings were held on 
H. R. 7547, Senate Committee Report S. 50, pages 811 et seq. The purpose and 
intended effect of H. R. 7547 is set forth at pages 825 and 826 of that Report. 
The bill was not enacted. From March 8, 1952, to April 9, 1952, the Senate 
Committee on Interstate and Foreign Commerce held extensive hearings on 
S. 2357, 82d Congress, 2d Session. That bill was introduced by Senator Johnson 
of Colorado. The bill provided that the exemptions provided for in the sub- 
paragraph should not be applicable to the transportation of agricultural com- 
modities which had been “processed to a greater extent than is customarily 
done by farmers prior to their marketing * * *.” Senator Johnson filed an 
amendment to 8S. 2357 to limit the exempt transportation to the point of “first 
off-the-farm processing.” The bill and the amendment are entitled as bills to 
“restrict the application of the agricultural and fish exemption for motor car- 
riers” under the Interstate Commerce Act. Commissioner M. W. Splawn. 
Chairman of the Legislative Committee of the Interstate Commerce Commission. 
and Commissioner John L. Rogers, Chairman of the Interstate Commerce Com- 
mission, appeared before the Senate Committee. Senate Hearing S. 2357, pages 
420 et seq. They presented a letter from the Legislative Committee of the 
Commission. The Legislative Committee, in the letter, stated that there was 
“no reason why the transportation of agricultural commodities in general 
should be exempt from regulation after they have been moved to a place of 
processing or preservation * * *.” In the letter that Committee suggested that 
S. 2357 be amended so as to limit the exemption under 203 (b) (6) to “The 
transportation by motor vehicle for compensation, from farm to market, or to 
the point of first off-the-farm processing or to storage, of ordinary livestock 
or agricultural commodities (not including the manufactured products thereof ).” 
Senate Hearing S. 2357, page 425. The amendment offered to S. 2357 by Sen- 
ator Johnson contained the exact language of the amendment suggested by the 
Legislative Committee of the Interstate Commerce Commission. In connec- 
tion with the Senate Hearing on 8. 2357, it appeared that doubt had arisen as 
to whether horticultural products were included within the exemptions pro- 
vided for by Section 203 (b) (6). The Senate Committee held extensive hear- 
ings on the matter of restricting the exemption for agricultural and other com- 
modities as proposed by the bill as originally introduced by Senator Johnson 
and by the amendment to the bill proposed by the Legislative Committee of the 
Interstate Commerce Commission. There was a rather surprising outcome. 
The Senate Committee struck out all language in the bill and the amendment 
to it which would have had the effect of restricting the exemption of farm 
commodities under Section 208 (b) (6) and instead recommended to the Sen- 
ate that Section 203 (b) (6) be liberalized in the matter of exemptions by 
inserting the words “including horticultural” after the word “agricultural” in 
that subparagraph. Congress followed that recommendation by the enactment 
of Public Law 472, 82d Congress. 2d Session, 66 Stat. 479, approved July 9, 1952. 

The construction or interpretation of Section 203 (b) (6) contended for by the 
Interstate Commerce Commission would be highly restrictive of the scope of Sec- 
tion 203 (b) (6), so far as poultry is concerned. 

There are two features that stand out most predominantly in the voluminons 
legislative history relating to amendments made or proposed to Section 208 (bh) 
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(6). One feature is that every amendment that Congress has made to it has 
broadened and liberalized its provisions in favor of exemption and the other fea- 
ture is that although often importuned to do so, Congress has uniformly and 
steadfastly refused or rejected amendments which would either directly or indi- 
rectly have denied the benefits of the exemptions contained therein to truckers 
who are engaged in operations similar to that of the defendant herein. It is 
believed that the actions and attitude of Congress as manifested in connection 
with amendments to Section 203 (b) (6) are preponderantly indicative of an 
intent on the part of Congress that the words “manufactured products” used in 
that subparagraph are not to be given the restricted meaning contended for by the 
Interstate Commerce Commission herein. 

[6] Itis the holding of the Court that New York dressed poultry or eviscerated 
poultry do not constitute “manufactured” products within the intent and meaning 
of Section 203 (b) (6). It is the feeling of the Court that an opposite holding 
would in reality constitute an attempt to accomplish by means of judicial con- 


struction that which Congress has steadfastly refused to allow to be accomplished 
by legislation. 


Judgement will be entered in accord with this opinion. 


Mr. Yeary. The proposals with regard to the agricultural exemption 
which Congress is now being asked to adopt are not new. They have 
been before you many times in substantially the same form and sub- 
stantially the same arguments have been made in support of them. 
Each of these prior attempts has met with failure because you have 
correctly discerned that their adoption would not be in the public 
interest. 

I will not burden the record of this hearing with a discussion of 
S. 1689 and S. 2553. Spokesmen for the railroad industry who have 
already appeared before you have recommended the repeal of the agri- 
cultural exemption, but, failing that, have approved these two bills, 
both of which would greatly narrow the exemption and reduce its value. 
I oppose these two bills and urge that no action be taken upon either 
of these bills or upon similar proposals laid before you without accord- 
ing all interested parties an opportunity to be fully heard in regard to 
the specific proposals. 

I believe that exempt carriage is the only method of transportation 
for the interstate transportation of many agricultural commodities, if 
the movement of these commodities is to be conducted efficiently and 
at the lowest reasonable cost. Movement of many agricultural com- 
modities is seasonal, in that the bulk of the transportation occurs dur- 
ing the harvesting and marketing season. May I illustrate with 
tobacco ? 

The usual method of marketing tobacco is for the farmer to take his 
tobacco to a local auction sales floor. The vast majority of these move- 
ments are intrastate movements, performed by farm trucks and small 
truckers. From the auction sales floor the tobacco is moved to re- 
dryers where it is subjected to a redrying process whereby the moisture 
content of the leaf is standardized. 

I would like to stop right there and explain what redrying of 
tobacco is. Redrying of ilacin is merely taking out a moisture con- 
tent. Some tobacco would be high in case, or real wet, you might say. 
Another tobacco would be real dry. It would cause molding if you 
didn’t have a uniform density of moisture in this tobacco, therefore, 
that is what the meaning of redrying of tobacco is. 

It is then packed in hogsheads. A substantial portion of the move- 
ment from auction sales floors to redryers is interstate in character and 
is performed by exempt carriers. Redrying plants do not contain 
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adequate storage facilities and it is therefore imperative that transpor- 
tation be immediately available for the movement of the redried leaf 
tobacco from the redryers to storage facilities. Storage facilities are 
located in many States. Exempt carriers are usually used for the 
bulk of this movement. 

1t can be easily seen that the marketing process which has just been 
described requires that transportation facilities for the movement 
from the auction sales floors to the redryers and from the redryers to 
the storage facilities be readily and constantly available; othewise the 
redryers would become blocked, which in turn would block the auc- 
tion sales floors and bring the sales to a halt. 

The purchaser of tobacco at the auction sales floors is in the posi- 
tion of requiring immediate transportation but is unable to give any- 
thing but the shortest notice regarding the amount of equipment 
which will be required to perform the necessary transportation. This 
situation comes about by virtue of the fact that the purchaser has no 
way of foretelling the volume of tobacco which will be offered for sale 
on a given day, nor the volume of tobacco in the grades needed on a 
particular day, nor what percentage of the tobacco offered will be of 
the quality which he requires. This situation, beyond the control of 
the purchaser, requires utmost flexibility which certificated motor 
carriers and rail carriers cannot furnish. 

Furthermore, the motor equipment necessay to economically and 
efliciently transport this exempt commodity is not of the same type 
required for the economic and efficient movement of most types of 
traffic which make up the bulk of the certificated carrier’s tonnage. 

Thus, if certificated motor carriers could overcome the great ob- 
stacles of route restrictions and territorial limits, and the shipper 
requirement of immediate movement on short notice in quantities 
which vary greatly from day to day, they would be compelled to invest 
large sums in specialized equipment without the opportunity of full 
utilization of the equipment. In contrast, the exempt carrier is not 
restricted as to routes or the areas which he may serve. Therefore, an 
exempt carrier may follow the markets and thus minimize the time 
when his specialized equipment is idle. 

The tobacco markets open in the western portion of Tennessee and 
Kentucky in January; from there they move to Maryland in May 
closing in Maryland on August 5. Then they open in Florida and 
oe on July 15, in South Carolina August 2, in eastern North 
Carolina August 16, in the middle belt of North Carolina on August 
23, and in the old belt of North Carolina and Virginia on September 
13. The burley markets open on November 30 in Virginia, North 
Carolina, Kentucky, Tennessee, West Virginia, Virginia, Ohio, In- 
diana, and Missouri. In addition to all of these markets there are 
markets in Louisiana, Wisconsin, and Connecticut. 

Thus, even though sales are operating simultaneously in more than 
one State, the overall picture is such that the exempt carrier, with 
ee of movement by intelligent planning, can utilize his equip- 
ment sufficiently to make the operation economically feasible. On 
the other hand, a certificated carrier not being in a position to follow 
the markets due to area and route restrictions is unable to do so. 

Senator Scnorrre.. Mr. Chairman, I would like to ask Mr. Yeary 
this question. 
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In regard to what you have been testifying to in your statement, do 
I understand that the title of this tobacco still vests or remains in 
the grower ? 

r. YEARY. No, sir. 

Senator Scnorpre.. Then the title has passed. To whom has the 
title of that tobacco passed ? 

Mr. Yeary. Tothe company or to the broker. 

Senator ScHorrret. In other words, then it is a company and a 
broker transaction from this point on, or during the period that you 
have been discussing here in your statement ? 

Mr. Yeary. Yes, 1n most cases. 

Senator ScHoepret. Thank you. 

Mr. Yeary. In order that you may have some insight into the volume 
of tobacco which must be moved in a very short period of time, I should 
like to call your attention to the fact that 505,760,450 pounds of burley 
tobacco were sold in 1956 and moved almost immediately to redryers 
and thence to storage facilities. The burley sales to which I refer 
were those which operated in Kentucky, Tennessee, Ohio, North Caro- 
lina, Virginia, West Virginia, Indiana, and Missouri, the markets 
opening November 30. The major portion of the tobacco was sold 
in approximately 30 marketing days. 

The marketing of fresh fruits and vegetables is another instance 
where vast quantities of agricultural commodities must be moved long 
distances. Here too, the exempt carrier can follow the markets whic 
began in Florida and move northward. In many cases the movement 
of frui‘s and vegetables are direct from the farm which may be well off 
the route that any certificated carrier is authorized to serve. 

It is evident to me, based upon my actual experience, both as an 
exempt carrier and as a certificated carrier that exempt carriers pro- 
vide more efficient and more economically feasible transportation of 
agricultural commodities than do certificated carriers. It is my per- 
sonal belief that the elimination or modification or restriction of the 
exemption now in the act will not only result in less efficient trans- 
porns of agricultural commodities but will adversely affect the 

armer and the consumer. 

I know that if the Yeary Co. should be forced by the elimination or 
restriction of the exemption to conduct all of its carriage pursuant 
to the certificate which we now hold that the price of our transporta- 
tion will necessarily be increased. It seems reasonable to me that 
shippers using our service would be forced either to increase the price 
to the consumer or reduce the price paid the farmer. The first alter- 
native appears out of the question with the present high cost of living. 
The second would further reduce the income of a large segment of 
our population now having great financial difficulty. 

Furthermore, this view is apparently concurred in by the United 
States Department of Agriculture and all four of the major farm 
organizations and many national and regional commodity organiza- 
tions throughout the country, based upon their testimony before con- 
gressional committees when prior proposals to repeal or restrict the 
agricultural commodities exemption have been before Congress. 

The mere fact that a commodity is an exempt commodity does not 
mean that regulated carriers may not compete for the traffic. There 
are no statutory prohibitions against regulated carriers transporting 
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exempt commodities and regulated carriers need not lose the traffic 
if their rates and services are competitive. 

It appears to me that there is now in progress a campaign to con- 
vince the public and Congress that the agricultural exemption does 
grave injury to the rail carriers. 

Railroad spokesmen would have you believe that if the agricultural 
exemption should be removed or reduced there would be restored to 
them substantial traffic now moving by exempt carriers. In my judg- 
ment this is entirely erroneous. Any arbitrary restrictions upon the 
present scope of the exemption would, I feel confident, result in the 
affected shippers more and more being driven to purchase and operate 
their own trucks as private carriers. 

The rails argue that they should also be permitted to enter the truck- 
ing field. Does not this argument, in effect, act as an admission that 
truckers offer a more flexible and efficient service than the rails? Does 
not this argument, in effect, admit there is a service by motor vehicle 
that is superior to transportation by rail? 

The Interstate Commerce Commission estimates that there are be- 
tween 30,000 and 40,000 truckers engaged in the transportation of 
exempt agricultural commodities. Insofar as I have been able to 
ascertain, there is no national organization representing these inde- 
pendent truckers of exempt agricultural commodities. 

Insofar as I have been able to determine there is no organization 
which represents a substantial percentage of these carriers. ‘There 
are 1 or 2 small organizations which represent a few exempt carriers 
but each, as I understand it, is primarily interested in problems that 
are local in character or restricted to a small number of commodities. 

It is not my intent to leave the impression with this committee that 
I am authorized to speak for these unorganized truckers. My ap- 
pearance here is to express my views and those of exempt truckers 
with whom I have had occasion to talk. I feel secure in stating that 
no one is authorized to speak for the vast majority of the agricultural 
haulers in the country. 

We look to Congress to protect us, as small-business men, as well as 
the farmers and the consumers who compose the backbone of this 
great country. There are some Americans who are economically able 
to maintain lobbyists to look after their interests in Washington, 
but the vast majority, including myself, are not. We must depend 
upon Congress to protect our interests. 

That is my statement. 

Senator Smaruers. Thank you very much, Mr. Yeary. I would 
like to ask you one question. 

Just what do they do with this tobacco after it is cut and taken to 
the warehouse? You described a process of drying it. What, spe- 
cifically, do they do before you start moving it around ? 

Mr. Yeary. I will give you the general way that it is handled. 

Tobacco that is brought by the farmer is moved to the sales floors, 
then there is generally a redryer in the town, or as near as possible, 
where they can redry this tobacco, through various companies. 

Senator Smaruers. Why do they redry it? 

Mr. Yeary. Why? 

Senator Smaruers. Yes. 
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Mr. Yrary. They redry it to restore the standard percentage of 
moisture, in order to keep it from spoiling. I know, at this time of 
the year, just through our last burley season, we had a lot of tobacco 
bought in Tennessee that was real high in case. It had to be. It was 
pressed in hogsheads before he redried it. They were not ready to 
redry it at that time. They had to get it in there to save it, to pre- 
vent it from spoiling. It was stored 2 or 3 years before it goes into 
the cigarettes. 

Senator Smaruers. You carry this tobacco from the warehouse 
after title is transferred from the farmer to the broker or to the cig- 
arette company; you then transfer it from the warehouse to wherever 
the broker or buyer wants it to be taken. 

Mr. Yeary. A major portion of it; yes, sir. 

Senator Smatuers. What do you do with the other portion of it? 

Mr. Yeary. We haul some tobacco from the farms into the markets. 

Senator Smaruers. How much of your business would you say is 
occupied in carrying it from the farms into the markets? 

Mr. Yeary. In recent years it is a small portion, because our equip- 
ment is such, so large, that we can’t get through the gates and onto 
the farms. 

Senator Smaruers. You, in addition to this kind of operation of 
exempt commodities, also operate under certain limited certificates ? 

Mr. Yrary. Yes, sir. 

Senator Smaruers. What do you carry under these certificates? 

Mr. Yeary. It is a limited certificate. We haul feeds and fertilizer 
and things of that sort under the certificate. 

Senator Smaruers. How many carriers are there of exempt com- 
modities, like tobacco, particularly, in your area ? 

Mr. Yeary. In my area there are only 4 major ones. 

Senator Smatruers. Are you one of the major ones? 

Mr. Yeary. Yes, I would say that I am probably second to the 
largest in the country. 

Senator Smatuers. And you people operate all through Kentucky, 
Tennessee, south Virginia, and so on, including northern Florida? 

Mr. Yeary. Wherever there is any tobacco raised at all. 

Senator Smatuers. Do you have to have specially equipped trucks 
and trailers to carry this tobacco? 

Mr. Yeary. We sure do. 

Senator Smaruers. I don’t know that the Congress would, but if 
Congress deemed that this particular item, once having been processed 
or title having been lost by the farmer, should be regulated, there 
would be nothing to prohibit you from applying to the ICC and you 
would get “grandfather rights,” would you not, and be permitted 
to haul this same commodity over exactly the same routes that you 
have today ? 

Mr. Yeary. I certainly would hope that. I have no assurance of 
that. 

Senator Smarners. Thank you very much. You have made a help- 
ful witness. 

Our next witness is William O. Gohlke, president, Federal Truck- 
ing Co. 

Mr. Gohlke, we will make your statement in full a part of the rec- 
ord. If you can brief it, naturally we will appreciate it. Proceed 

as you have prepared yourself to. 
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STATEMENT OF WILLIAM 0. GOHLKE, PRESIDENT, FEDERAL 
TRUCKING CO., ACCOMPANIED BY FRED L. GOHLKE, JR. 


(The printed statement of Mr. Gohlke is as follows :) 


STATEMENT OF WILLIAM QO. GOHLKE, PRESIDENT, FEDERAL TRUCKING Co., 
ACCOMPANIED BY Frep 8. GOoHLKE 


Mr. Chairman and members of this committee, my name is William O. Gohlke 
and I am president of the Federal Trucking Co. of Federalsburg, Md. 

Thank you very much for allowing me this opportunity to express my views 
on the matters under consideration by this committee. 

My company is an exempt commodity carrier. It holds no operating authority 
from the Interstate Commerce Commission, but transports only those commodi- 
= — from economic regulation by section 203 (b) (6) of the Motor Car- 
rier Ac 

I should like to explain at the outset that although my company is a mem- 
ber of four of the State motor truck associations affiliated with the American 
Trucking Associations, Inc., their views on the matters under consideration 
here are not necessarily in accord with my company’s views. Of course, the re- 
verse is also true. 

Voluminous testimony has been given before this committee to try and point 
up the gravity of the railroads’ competitive position in the current transporta- 
tion market. I feel that I am well qualified by my experience in the trans- 
portation field to present evidence on certain phases of the railroads’ conten- 
tions, particularly with regard to the so-called agricultural exemptions pro- 
vided by section 203 (b) (6) of the Motor Carrier Act. 


RAILROAD OPERATIONS 


I should like to preface my statement by expressing the opinion that the 
railroads’ present predicament, if such it may rightly be called, stems not from 
legislative or regulatory disparity, but rather from a reactionary attitude 
‘coupled with complete disregard for the needs and desires of the consuming 
public. In short, the railroads have failed to keep abreast of the changing times. 

It appears that the capital expenditures of the railroads over the past several 
years have been devoted to effecting economies of operation. Certainly no 
fault can be found with this procedure, except when it is carried to such an 
extent that it adversely affects the services provided the customers and fails 
to develop new facilities to attract consumer interest. 

In this regard I invite the committee’s attention to table 20: Trends in Rail- 
road Operations, submitted for inclusion in the record of this hearing by Mr. 
Daniel P. Loomis, president of the Association of American Railroads. This 
table presents an excellent example of the railroads’ efforts to economize by 
adding more freight cars to each train. I would suggest, however, that this 
is false economy since it has been attained at the expense of the shipping 
public. 

The railroads’ problems in the transportation of goods seem to stem from 
a lack of interest in the shippers’ requirements. One of our more enterprising 
motor carriers has had the ingenuity to provide his customers with a scheduled 
less-than-truckload transportation service. Have rail carriers made any ap— 
preciable effort to improve the brand of service they can offer shippers? It is 
true that I have neither experience nor knowledge of rail traffic problems, but 
it is inconceivable to me that, with the profuse shipper complaints of poor 
service, the railroads could not have taken some action to improve their 
operations. 

I would like to ask the committee to accept for inclusion in the record of 
this hearing the attached opinion written by Judge Clary in Noerr Motor Freight, 
et al. v. Eastern Railroad Presidents Conference, et al. in October 1957, which 
has direct bearing on the matters here being heard. I specifically invite the 
committee’s attention to page 7 of this opinion, “* * * the use of long-haul trucks 
for interstate hauling of freight had increased so enormously by May of 1949 
that it was a matter of immediate and vital self-interest to the railroads to do 
something about the erosion of what had been up to this time almost an exclusive 
monopoly of long-haul freight transportation. At first blush, to the ordinary 
person it would appear that the primary concern of the railroads might have been 
directed to improving service and to attempt to meet by more flexibility and 
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speedy delivery the growing competition of the truckers * * * the greater flexi- 
bility of the truck and the speedier delivery of goods were elements in the com- 
petitive market which the railroads might themselves have attempted to meet 
* * * the record in this case is barren of any attempt on the part of the railroads 
to adjust their thinking and their actions to meet this definite threat to a seg- 
ment of business theretofore enjoyed by them.” [Emphasis supplied.] 

I find it hard to reconcile the facts brought to light by the above-cited civil 
action with the railroads’ avowed interest in contributing to the ultimate benefit 
of the public and the whole economy. 


ALLEGED SUBSIDIES 


In their statements before this committee, the railroads have charged the 
motor-carrier industry with receiving tremendous subsidies from the Federal, 
State, and local governments in the form of public highways. Such allegations 
have resulted in considerable controversy as to the rightful share trucks should 
pay for their use of the highways. I submit that highways are built by and for 
the use of the public. If these highways can also be utilized to bring goods to 
the consuming public at reduced costs, that is no more than a fulfillment of their 
original purpose. The levying of user charges, which must ultimately be borne 
by the consumer, simply to provide nonhighway carriers a competitive advantage 
is the most outrageous type of legislative discrimination. 


FROZEN-FOOD TRAFFIC 


The railroads proclaim that they are not receiving their fair share of the 
traffic available. In the first place, I consider almost one-half of the merchandise 
moved in this great country a very fair share. In the second place, it has always 
been my contention that a carrier’s fair share of a shipper’s traffic is no more 
than that shipper desires to tender the carrier. 

Be that as it may. More to the point is the railroads’ contention that they 
are not receiving their fair share of the frozen-food traffic available and that 
the action of the courts in placing many frozen foods in the exempt category 
has had a serious effect on the rail carriers’ revenues. The rails’ philosophy 
in this matter seems to have been well epitomized by Mr. John Paul Stevens? 
when he said: “Since the economic regulation of motor carriers is primarily 
for the benefit of the transportation industry—especially the railroads—it re- 
flects an assumption that monopoly is better than competition.” [Emphasis 
supplied. ] 

Mr. Arthur K. Atkinson, president of the Wabash Railroad Co., is reported 
to have stated before this committee:* “While rail deliveries have increased, 
the percentage of the frozen foods handled by the railroads to the total produc- 
tion has substantially decreased over the past 9 years.” If the railroad’s per- 
centage of the total frozen-food production has been declining over the past 9 
years, do they expect the members of this committee to accept the charge that 
the exemption of frozen foods, which was affirmed by the Supreme Court less 
than 2 years ago, is responsible for this decline? It is painfully obvious that 
the reduced percentage of traffic has resulted not from exemption, but rather from 
a disinclination on the part of the railroads to provide the service required by 
the shippers of frozen foods. 

Investigation into the railroads’ capabilities in the transportation of frozen 
foods by the Department of Agriculture resulted in the following report.* “*** 
Research on the temperature tolerances of frozen foods has indicated the neces- 
sity for maintaining 0° F. or lower in-transit temperatures to maintain as 
closely as possible the inherent nutritive food qualities. The generally inade- 
quate supply of the comparatively new mechanically refrigerated cars and the 
resulting use of many water-ice and salt cars in shipping frozen food have ac- 
centuated the problem of maintaining proper temperatures. * * * Observation 
indicated all 3 cars were in need of some repair. A faulty draft gear, loose ice 
hatch doors, poor door seals, and a leakage in the disposal pipe for defrost water 
were noted. * * * The fan at one end (B) of the water-ice car did not operate, 


1§. Rept. No. 1693, report of the Select Committee on Small Business, United States 
Senate, on administration of the Motor Carrier Act by the Interstate Commerce Commis- 
sion. 84th Cong.. 2d sess., p. 25. 

2 Traffic World. January 25, 1958, n 27. 

8 Marketing Research Rept. No. 182. U. 8S. Department of Agriculture, A Performance 
Test of Refrigerated Rail Cars Transporting Frozen Food, pp. 1, 22, 23. 
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although efforts were made by the railroad to repair it. The condensation om 
the exterior sheating of all three cars indicated there was a loss of refrigera- 
tion. This was particularly evident around the doors. * * * Temperatures 
maintained in the water-ice car were not at the level desired for frozen foods, 
The commodity temperatures were fairly uniform, but never approached zero. 
The outer layers warmed to a dangerous level, and the interior of the load had a 
gradual rise in temperature. Although the performance of this car prob- 
ably would have been somewhat better had both fans been operating, it seems 
unlikely from the recorded temperatures that they would have been brought down 
to a safe level for frozen foods. * * ” [Emphasis supplied.] 

This, then, is the type of equipment that the railroads are offering the swiftly 
growing frozen food industry. Compounding the poor equipment situation is the 
fact that rail shipments are so long en route that poor temperature control can 

riously impair the quality of the product. Obviously, shippers of perish- 
able products must look to the motor carrier industry if they are to find a satis- 
factory method of marketing their products. 


AGRICULTURAL EXEMPTION 


Attacks on the agricultural exemption usually contain assertions regarding 
the unreliability of exempt carriers. Witness the comment of Mr. Ernest 8. 
Marsh, president of the Atchison, Topeka & Santa Fe Railway Co. on page 22 
of his report before this committee: “* * * All agricultural shippers would be 
dependent upon a type of transportation which has no obligation to serve them.” 
[Obligation italicized in original text.] Fortunately, however, such allusions 
were admirably refuted by the Senate Select Committee on Small Business when 
it said: * “* * * Here is an unregulated segment of the trucking industry which, 
according to witnesses most intimately familiar with its operation, has admirably 
served the interest of farmers, consumers and the general public.” While it is 
common knowledge that railroad people have become experts at the science 
of innuendo—possibly at the expense of their service—attacks such as that cited 
above irritate me. Who, pray tell me, puts a more loose construction on the 
word “obligation,” both morally and legally, than the railroads. 

It is quite possible that my company is not legally obliged to serve any ship- 
per, but if we expect to remain in business in this highly competitive field we 
had better serve the public and serve it well. We are neither in a position to, 
nor do we intend to give poor service—we do not have a regulatory agency pro- 
tecting us from the influx of competition. Yet, in spite of this, we not only 
remain in business but continue to profit and grow. Surprisingly, our rate of 
attrition of customers has been very low although there are a large number of 
earriers in the field attempting to transport the commodities we are presently 
hauling at substantially lower rates than we charge. You do not have to be an 
economist to figure this out. There is a definite need for an efficient, well-organ- 
ized, and financially stable common carrier of refrigerated products with reason- 
able charges and flexible service. I submit that since such a need exists regula- 
tion of presently exempted commodities would be contrary to the public interest. 
Accordingly to the American Trucking Associations, Inc.:° ‘“* * * the public 
ought not to be deprived of the benefit of an improved service merely because 
it may divert some traffic from other carriers.” 

Although I do not wish to burden the committee unduly, I feel it is impera- 
tive that I cite here one example of the service my company is presently fur- 
nishing the frozen food industry. On a reoccurring basis my company picks 
up a truckload of frozen food and delivers it to customers throughout the upper 
reaches of New England and northern New York State. The number of stopoffs 
on this truckload varies but usually runs from 6 to 12 and involves deliveries to 
such towns as Keene and Manchester, N. H.: Burlington, Vt.: and Malone and 
Watertown, N. Y. Our charges for this movement are based on the weight and 
the number of stops involved but usually run approximately $325. Without 
the exemption of frozen foods this shipper would be unable to supply his market 
in that territory. Most regulated common carriers have an arbitrary 3 or 4 
stopoff limit on the application of truckload rates and..stops. exceeding this 
arbitrary figure must be paid for at less-than-truckload rates which are fre- 
quently prohibitive. Even if the shipper could bear the higher charges, less- 
than-truckload service on refrigerated products to such sparsely settled areas 


*S. Rept. No. 1693, see above, p. 15. 
5S, Rept. 1693, see above, p. 11. 
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is virtually unheard of. The market in the communities under discussion are 
not large enough to assimilate truckload shipments. Is this any reason that 
the people in this area should be denied the privilege of eating fresh frozen 
food products? By taking advantage of the exemption, this shipper has been 
able to open an entirely new market for the farmer’s products and has been 
able to provide a lightly populated area with the benefits of wholesome food. 

In addition to the services my company provides the shipping and consuming 
public, it also furnishes steady, profitable employment for an ever-increasing 
number of small-business men—the owner-operators, sometimes disparagingly 
called gypsies. I deeply resent the frequent application of the word “gypsy” 
to the exempt trucker or owner-operator. 

Mr. Chairman, my own father became one of these owner-operators in 1935 
and continued as such until 1953, except for an interruption for farming to 
support the war effort because he was too old to fight. My father is, and has 
always been, a deeply religious man who neither drinks, smokes, nor swears. 
I cannot but despise the breed of people who deliberately vilify thousands of 
men like him whose worst crime is that they own a truck and are attempting to 
make a decent, honest living with it. 

After the war, Mr. Fred L. Gohlke, Sr., was one of the many individuals with 
sufficient foresight and pioneer spirit to invest his money in a mechanically 
refrigerated truck. It was men such as this who provided the equipment neces- 
sary to transport the merchandise produced by the new frozen food industry 
when the large regulated motor carriers and railroads refused to take the 
gamble. In more recent years, since the frozen food industry has grown to 
sizable proportions in the traffic world, the large motor carriers have bought 
their own equipment and forced out the owner-operators who paved the way 
for them. I contend that these people are also entitled to a share of the traffic 
they helped to develop. They are presently retaining that share through 
exemption. 

It has been contended that although the agricultural exemption was originally 
intended to benefit the farmer, this purpose is not being served by the exemption 
of dressed poultry, frozen foods, and the like. As I have already pointed out, 
the farmer has benefited through the development of new and hitherto un- 
reachable markets. In addition to this, the lower transportation costs made 
possible by exemption have resulted in increased sales in existing markets. Add 
to this the direct profits farmer members of marketing cooperatives receive 
as a result of the lower transportation costs and increased sales of the cooper- 
atives, and you will begin to get a small idea of the tremendous benefits the 
farmers themselves have realized since the Supreme Court reversed the Inter- 
state Commerce Commission’s unwarranted strict interpretation of section 203 
(b) (6) of the Motor Carrier Act. 

SUMMARY 


The railroads contend that the exemption of frozen foods has seriously affected 
their revenue, but have shown by their own testimony before this committee 
that the trend of frozen food traffic away from rails started some 714 or 8 years 
before exemption became a factor. 

The railroads contend that regulation of presently exempted commodities 
will result in substantial revenue increases for rail companies, while a look 
at the railroads’ record shows that their service to frozen food shippers has 
been substandard. 

The railroads seem to favor the establishment of a pool to prevent the shippers 
of presently exempted commodities from taking advantage of the benefits inherent 
in free competition. 

Federal Trucking Co. and the owner-operators employed by it are operating 
profitably in the field of exempt transportation, giving the lie to assertions that 
free competition in the motor carrier industry would be “destructive.” In 
this regard I feel it would be well to note that owner-operators employed by 
Federal Trucking Co. have purchased no less than 12 brandnew mechanically 
refrigerated trailers within the past 6 months—trailers which cost approxi- 
mately 65 percent as much as a mechanically refrigerated rail car, but with 
a much shorter serviceable life. These—to haul exempt commodities. 

The frozen food industry has grown approximately 500 percent during the 
past 10 years, and has been largely dependent upon owner-operators and exempt 
carriers for the distribution service necessary to implement its growth. 

The flexibility of exempt carriage has proven an invaluable asset in the 
distribution of agricultural commodities, 
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The regulation of presently exempted commodities would have a deleterious 
effect on the national economy, would be prejudicial to the general welfare, and 
would have a disastrous effect on thousands of small-business men. 

Mr. Goutxe. My name is William O. Gohlke. I am president of 
Federal Trucking Co., Federalsburg, Md. On my right is Fred L. 
Gohlke, Jr., my brother, also connected with Federal Trucking Co. 

I would like to thank you very much for allowing me this oppor- 
tunity to express my views on the matters under consideration by this 
committee. 

My company is an exempt commodity carrier. It holds no operat- 
ing authority from the Interstate Commerce Commission, but trans- 
ports only those commodities exempt from economic regulation by 
section 203 (b) (6) of the Motor Carrier Act. 

I should like to explain at the outset that although my company is 
a member of four of the State motor truck associations affiliated 
with the American Trucking Associations, Inc., their views on the 
matters under consideration here are not necessarily in accord with 
my company’s views. Of course, the reverse is also true. 

Senator Smaruers. In other words, you represent yourself and 
nobody else, and you find yourself having different opinions than that 
of some of the associations to which you belong? 

Mr. Gonixke. That is correct, sir. I should also point out that we 
are not members, at present, of the National Agricultural Transporta- 
tion League, and we withdrew from the organization because we do 
not agree with their position as it was presented here last Tuesday. 

I have presented my written statement to the committee and now, 
as requested by Mr. Barton, I will summarize verbally my company’s 
position. 

I ask the committee to bear with me on this as my experience in such 
an undertaking is nil, and then, business is good, and I had no time 
to prepare. I will do the best I can with the help of Fred, Jr. 

Federal Trucking Co. is a Maryland corporation. It was activated 


August 8,1955. In that month our gross revenue was $27,000. This 
was derived from all exempt carriage. It has kept growing steadily. 
At the present time we are doing approximately $175,000 worth of 
gross revenue business “ month. 


Three carriers, regulated, approached us to operate their authority 
in the transportation of foodstuffs. We are now handling this traffic 
on a commission basis as their agents and handling only traffic for 
them not exempt under 203 (b) (6). 

Our fiscal year will start April 1, 1958, through March 31, 1959. 

We Sgure as business people we should try to estimate our growth 
and make our plans accordingly. We anticipate in that period $3 
million worth of gross business and $1 million worth of business 
through the facilities of these other carriers. 

I am very sorry I do not have the mileage covered on our operation. 
But as an exempt carrier I would like to point out these facts. Since 
Federal Trucking Co. was activated in August 1955, we have had no 
major accidents; no personal injury resulting from accidents; no 
deaths resulting from accidents. We have had accidents, approxi- 
mately 18 minor—I am talking about the dented fenders, the backin 
into docks and bent doors. e have also been vulnerable to IC 
checks. We have had approximately 11 writeups of the average 
seriousness, the same as other carriers. 
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Please note this record. These facts are derived from an operation 
covering shipments cross-country, into Canada, and orders are ac- 
cepted to all 48 States. We have no easy special terrain, weather, or 
convenience area. 

Nine to 10 loads from the Eastern States to California, Oregon, 
and Washington, are not uncommon. We feel we are in an area 
that gets above average policing from the Interstate Commerce Com- 
mission. Two local inspectors have investigated us with no mercy 
in their line of duty, checking every complaint. We are not ob- 
jecting. We welcome them. The doors are open. We have nothing 
tohide. Yet with all this, we have not been brought up before a judge 
and fined for safety violations. Yet four large common carriers in 
our immediate area with the same inspectors have been fined in ex- 
cess of $1,000 in the last few months. In some cases they are repeat 
fines. The traffic magazines say the railroads have been shelling out 
a little for fines on safety also. Details I do not have. 

I get the feeling that people in opposition to exemption have gotten 
across to Mr. John Q. Public about the poor broken-down equipment 
of exempt carriers. All I can report is the above-mentioned safety 
story, plus this equipment used in and out of Florida. 

In Florida, you know that is the State where the northerners go for 
the winter, sad this year they found it. 

We go all the way to the good old United States Navy base—— 

Senator SMaruers. We may have to turn this hearing over to 
Fred, Jr. 

Mr. Gouuke. We go all the way to the good old Navy base at Ke 
West with frozen poultry. We haul frozen out of Florida. Fres 
and frozen across the country to Seattle, Portland, Los Angeles, San 
Diego; up to our good neighbors in the north at Montreal and 
Toronto; up into the far reaches of our fine State of Maine and into 
the delta lands of the Mississippi. 

The people in the sunshine State of Florida, which our fine Senator 
Smathers is from, eat good wholesome chickens from Georgia, North 
Carolina, Virginia, Delaware, and Maryland, taken in on our exempt 
trucks. I guess they like it. ‘They buy more. 

We bring out your good frozen fruits and vegetables, Senator 
Smathers, to give the Yankees a break. 

Senator Schoeppel, we didn’t forget you. Your constituents are 
well supplied with seafoods on this equipment, and your fine eggs 
are rolling into eastern markets right now. 

And Senator Purtell, we are getting your people good chickens, 
fresh and frozen from North Carolina, Maryland, and Delaware; 
and your potato farmers are glad to see us take your excellent potatoes 
to the plants that are using them in fine TV dinners and potpies. 

I don’t imagine Senator Yarborough from Texas would like to ad- 
mit that he is eating a little old Connecticut potato, but even big old 
Texas has been accepting this exemption. 

Load after load of Chesapeake Bay oysters loading at as many as 
20 shucking houses to the load roll into Dallas, Fort Worth, and way 
over to El Paso and intermediate points. 

I would like to think that this is really what plays an important 
- in the fact that Texas is where men are men and women are glad 
of it. 
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Shrimp, frozen foods, and eggs are only a few of the things that roll 
out to be welcomed by people in various parts of the country from the 
generous old Lone Star State. 

Senator Lausche, we have not forgotten. The exemption is not for- 
gotten in the Buckeye State. We pay their axle tax every month. 
The exemption does not aid us there. Fruits, vegetables, poultry, 
eggs, oysters, fish, they get the works daily. 

Ohio also uses us. Turkeys from Washington Court House, alfalfa 
to feed the poultry comes from Toledo, fresh fish from the lakes, and 
eggs are all a part of this great benefit. 

All this points out that exemption is here. You are using it. You 
are made much more comfortable by it. Food products, because of 
their perishability and market conditions, seasons, supply, demand and 
all, have brought the exemption into being. 

Flexibility in service is what Mr. Farmer, Mr. Buyer, Mr. Processor, 
Mr. Wholesaler, Mr. Retailer, and Mrs. Housewife are screaming for. 

Senator Schoeppel, we are glad your fine people in Wichita can eat 
these fine fresh vegetables, oysters, and fish. I am sure you wouldn’t 
want “kissing cousin Mary” in Ottumwa, Ottawa, or Smith Center 
paying a big premium because they cannot take a full load of these 
products. 

We are not alone in this fight. There are helpers on all sides, or it 
would not have gone as far as it has. They are just not hollering as 
much as the few who have had their gravy trains sunk, and to get 
freight now means more work and less Government protection. 

Why do shippers look to people like us? Why not the regulated 
carriers? I think cost does play a part. We like to hide that, but it 
does. Before the fruits and vegetables were exempt, I got this report 
from a large shipper in the South Jersey area. Four carriers came to 
him and said the rate south is going to be increased, particularly North 
Carolina, South Carolina, Georgia, and Florida. They had to have an 
increase. But when he started talking to them, one at a time, one 
earrier was going to go along for 30 days and cancel out. One carrier 
was going to increase North and South Carolina but leave out Georgia 
and Florida. The two northern States just did not suit his operation. 

The third carrier said, “Oh, Buddy, what are your main destination 
points? I will flag out those cities.” 

The fourth carrier said, “I am not serving you now and I need some 
of your traffic. If you will give me some business I won’t increase my 
rates. 

Can you just picture the bewilderment of the shipper, and right on 
top of this, bang, comes the exemption. 

To this same area exempt carriers averaged a 10-percent decrease. 
The carriers, former regulated carriers, then decided they wanted the 
business and could operate on that basis. The shipper wants to know, 
do they need it, don’t they need it, or what is going on? 

Regulated carriers complain about exempt carriers cutting rates, 
that they can do so because of poor operation, poor equipment, and 
that all this helps the exempt carrier to haul cheaper. I am here to tell 
you that our worst competition and cutthroat rates come from regu- 

ated carriers hauling exempt traffic. 

A regulated carrier testified before your committee last Tuesday. 
The company he represents cut our rate of $1.04 from south Jersey to 
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Chicago to 94 cents. He wanted it all and I guess he wanted it 
bad. e could not see where we could meet his rate. 

In 30 days the traffic was back in our line at the $1.04 rate. It 
is still moving that way at the same rate. Why didn’t the shipper 
remain with the $30 per load saving? Gentlemen, the equipment and 
service of this regulated carrier, who loudly condemns the exempt 
carriage, was so poor the receivers of this shipper’s product would not 
continue to buy unless things improved. The shipper’s decision was 
to pay a fair rate and keep his customer. 

I fail to see where the railroads find reason to blame the exemption 
for their dilemma. 

Mr. Arthur K. Atkinson, president of the Wabash Railroad Co. is 
reported to have stated before this committee: 

While rail deliveries have increased, the percentage of the frozen foods 
handled by the railroads to the total production has substantially decreased over 
the past 9 years. 

If the railroad’s percentage of total frozen food production has de- 
clined over the past 9 years, do they expect the members of this 
committee to accept the charge that exemption of frozen foods, which 
was affirmed by the Supreme Court less than 2 years ago, is responsible 
for this decline? It is painfully obvious that the reduced percentage 
of traffic has resulted not from the exemption but rather from a dis- 
inclination on the part of the railroads to provide the service required 
by the shippers of frozen foods. 

The rails bring up the fact that exempt carriers do not have obliga- 
tions. It is quite possible that my company is not legally obliged to 
serve any shipper, but if we expect to remain in business in this 
highly competitive field we had better serve the public and serve it 
well. We are neither in a position to nor do we intend to give poor 
service—we do not have a regulatory agency protecting us from the 
influx of competition. 

Yet in spite of this we not only remain in business but continue 
to profit and grow. Surprisingly our rate of attrition of customers 
is very low, although there are large numbers of carriers in the field 
attempting to transport the commodities we are presently hauling 
at substantially lower rates than we charge. 

You do not have to be an economist to figure this out. There is 
a definite need for an efficient, well-organized, and financially stable 
carrier of refrigerated products with reasonable charges and flexible 
service. 

I submit that since such a need exists, regulation of presently exempt 
commodities would be contrary to the public interest. 

According to the American Trucking Association, “The public 
ought not to be deprived of the benefit of an improved service merely 
because it may divert some traffic from other carriers.” 

We get the complaint often by carriers, including rail: Exempt car- 
riers have phantom rates. We don’t know what we are competing 
against. 

As an exempt carrier we do publish our own exempt tarifi—our 
rate sheet, or whatever you want to call it. We do use it. Our cus- 
tomers do have them. They use them. They are open to the public. 
No one has been denied the use. They can read, be read, even ship- 
ping clerks without all the “see section so-and-so” maze that shippers 
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nee i about from time to time in reference to tariffs used by regu- 
lated carriers. In fact, I don’t see how they can be termed “secret” 
when a fine branch of the Government, the United States Department 
of Agriculture, has used them to their wishes and convenience in 
preparing records and information for publication. 

In the railroads’ own statements they have claimed they can do it 
the roms so way. If this is possible and they can transport this 
freight the cheapest way, why are they worrying about the exempt- 
carriers rate if they truly intend to = the public the advantage of 
their low-cost form of transportation 

The railroads contend that the exemption of frozen foods has seri- 
ously affected their revenue. But they have shown by their own testi- 
many before this committee that the trend of frozen food traffic away 
from the rails started some 714 or 8 years before the exemption be- 
came a factor. The railroads contend that the regulation of presently 
exempted commodities will result in substantial revenue increases for 
rail companies. Look at the railroads’ records. It shows that the 
service to the frozen food shippers has been substandard. 

Federal Trucking Co. an the owner-operators employed by it are 
operating profitably in the field of exempt transportation, giving lie 
to the assertions that free competition in the motor-carrier industry 
would be destructive. In this regard I feel it would be well to note 
that owner-operators employed by Federal Trucking Co. have pur- 
chased no less than 12 brand new mechanically refrigerated trailers 
within the past 6 months, trailers which cost approximately 65 per- 
cent as much as mechanically refrigerated rail cars, but with a much 
shorter serviceable life. These to haul exempt commodities. 

The frozen food industry has grown approximately 500 percent 
during the past 10 years, and has been largely dependent upon the 
owner-operators and exempt carriers for the distribution service 
necessary to implement this growth. The flexibility of exempt car- 
riage has proven an invaluable asset in the distribution of these agri- 
cultural commodities. 

I don’t know if you would class them friends or customers, but I 
would like to point out just how they vary in our own particular op- 
eration, and help point out to you that this exemption is not a hit-or- 
miss deal. 

Names such as A. & P., Safeway, Kroger, Standard Brands, Gen- 
eral Foods, Swift, Armour, and many others go on our bills daily. 
Then you see a little fellow such as J. B. Robinson Co., Seaford, Del., 
4 barrels of oysters each week, about 8 months of the year. They are 
all part of the exemption. 

Are they all big deals? All gravy trains? No. Less-than-truck- 
load is a part of our deal. We o have cold-storage facilities in 
Glassboro, N. J., where our less-than-truckload’s are consolidated. 
We have three refrigerated straight trucks, picking up, delivering, 
consolidating, all to get business. All to help keep customers happy, 
all to help prove the exemption is a benefit, has a place under our 
present setup and should be left alone until improvements can be 
made in our present ICC setup, and the general transportation setup. 
Let us make no change until we are sure the public will benefit. 

Gentlemen, I will welcome questions. 
Senator Smaruers. Senator Schoeppel ? 
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Senator Scuorrret. Mr. Chairman, I would like to ask a question. 

I note the extent of your operations and I think you have made a 
fine statement this morning. 

How do you handle the item that you mentioned from Delaware, 
where you pick up and consolidate these shipments and they move on 
to destination? Are they still owned by the individual producer of 
that article? In other words, does title pass, does he sell that to 
someone, and do you generally haul for a processor or someone like 
that, on some of your shipments? 

Mr. GoHLKE. i would say that we generally haul for the processor. 
Along that line, when I mentioned those shipments, for example going 
to California, the processor sells in this case, which is about 90 per- 
cent of our west coast business, to Uncle Sam. He buys it, delivered 
to a cold storage that is designated at the time of bid. 

In other words, the processor bids on the poultry on a delivered 
basis. In other words, we deliver to the United States Army, care 
of the Alameda Cold Storage, Alameda, Calif. 

Senator ScHorrreL. How many pieces of equipment and how many 
people do you employ ? 

r. GoutxeE. In our office setup we have 22 employees. We op- 
erate under various setups, approximately 100 pieces of equipment. 

Senator Scuorrren. You, of course, as you have indicated, are 
meeting all of the safety requirements in every way ! 

Mr. Gonixe. We are doing the best job we can. But we are not 
perfect. We geta write-up just asthe carriersdo. We do have safety 
programs and we do check them, yes, sir. 

Senator ScHorrret. About how many thousands of miles would you 
say that your operations cover? Say last year, if you have a break- 
down on it, roughly, forthe record. Doyou know? 

Mr. Gon.xe. I would be afraid to guess at that. I just don’t 
have it. The revenue I have, but the mileage I don’t have. I should. 
But if necessary, I can get it here. 

Senator ScHorrret. That is not necessary. 

You publish your rates and hold them out so there is no secrecy 
about it. Is that generally the case with other exempt haulers in 
the area in which you operate ? 

Mr. Goutxe. Some, yes. I wish there were more. 

Senator Scnorrrent. Thank you very much. 

Senator Smaruers. Mr. Gohlke, do you buy these goods from the 
farmers? 

Mr. Gontxe. No, sir. 

Senator Smaruers. Who has title to these chickens that you take 
from North Carolina out to Kansas, when you take them ? 

Mr. Goutke. Depending on the particular deal, but in the majority 
of the time I would say it would be the poultry processing plant. That 
is the majority of the time. Your oysters and such as that, the actual 
fishermen, more or less, have them until they are delivered to destina- 
tion warehouses. 

Senator Smatuers. In other words, the processing plants, they have 
the title to it ? 

Mr. Goutxe. That’s right. In some cases—there are various ways 
this is set up—in a great many cases nowadays the processor is also 
the grower, and he sells them on a delivered basis; yes, sir. 
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Senator Smaruers. Do some certificated carriers carry the same 
type of goods? For example, carry the chickens from North Carolina, 
paralleling, for example, your particular routes going out to Kansas? 

Mr. Goutxe. Yes, sir. 

Senator Smaruers. Do they carry them at a greater price than you 
did? 

Mr. Gontke. I wish they did. 

Senator Smarners. But they don’t? 

Mr. Gou.ke. That is correct. 

Senator Smaruers. So there is no difference in the price of the cer- 
tificated carrier and yours, even though, of course, he does not need a 
certificate for these particular goods, there is no difference in price 
between the goods which the certificated carrier gets and that which 

ou get ? 
f a Clodune. No, that is not right. In a great many cases he gets 
less than what we get. 

Senators Smatruers. He gets less than what you do? 

Mr. Goutxe. There is no set policy, sir. 

Senator Smarners. What I am trying to get at, when a certificated 
carrier carries these goods, does he buy the title to them ? 

Mr. Goutxe. I donot believe so. 

Senator Smatuers. Title is in the name of the processor again, as 
is the case—— 

Mr. Goutxe. The processor or grower, whatever the case may be. 

Senator Smatuers. What I am driving at is this: Does the farmer 
get any benefit out of this? 

Mr. Goutxe. I would say “Yes.” 

Senator Smatruers. In most cases it is my understanding that the 
farmer, the grower, has divested himself of ownership of these goods 
at the time that you fellows pick them up? 

Mr. Gourxe. If you will allow me, it is short, I will read this: 

It has been contended that although the agricultural exemption was 
originally intended to benefit the Tones; this purpose is not being 
served by the exemption of dressed poultry, frozen foods, and the 
like. As I have already pointed out, the farmer has benefited through 
the development of new and hitherto unreachable markets. In addi- 
tion to this, the lower transportation costs made possible by exemp- 
tion have resulted in increased sales in existing markets. Add to this 
the direct profits farmer members of marketing cooperatives receive 
as a result of the lower transportation costs and increased sales of the 
cooperatives, and you will begin to get a small idea of the tremendous 
benefits the farmers themselves have realized since the Supreme Court 
reversed the Interstate Commerce Commission’s unwarranted strict 
interpretation of section 203 (b) 6 of the Motor Carrier Act. 

Senator Smaruers. The farmers’ benefits are sort of general, as 
you say, in the development of the greater markets around the coun- 
try, by virtue of this competition for rates; is that right? Isn’t that 
what you just got through saying ? 

Mr. GouuKe. Yes. 

Senator Smaruers. It is not direct to them. It is a general aspect 
in improving market developments and things of that nature. 

Mr. Goutxe. Unless he is the grower and processor all in one, 
which is the case in a great many instances. 
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Senator Smatuers. Do you believe we should take regulations off 
of all types of traffic so that then the general community might derive 
betterment from the competition at the lower rates that would result ? 

Mr. Goutxke. I would like to answer that with a personal opinion 
along this line: 

I do not believe that the present setup of our Interstate Commerce 
Commission can allow it to go that far. Yes, foodstuffs need it, 
because of their nature. People ask me, what are you going to do to 
prone this and hold the rate? I have a personal idea that you might 

interested in, which is short. 

Why not check these trucks more for safety regulations, and reall 
drive down hard on them, and make them come up to a standard cnt 
cut down on these accidents and so forth? And if you are forced to 
a Fo where you must adhere to everything, your rate will take care 
of itself and your safety conditions will improve. By the same token, 
at the present time we do not have that many inspectors that can 
check all this equipment. It is not possible for them to do it. And 
if you just let everything go, I don’t think it would be the wise thing, 
no. 
Senator Smatuers. Thank you Mr. Gohlke. 

Mr. Barron. Mr. Gohlke, as you are probably aware, the Federal 
courts have interpreted the agricultural exemptions very liberally. A 
number of commodities have been adjudged to be agricultural com- 
modities. 

I would like your personal opinion on this: Powdered milk, for 
instance, has been held to be an agricultural product. Do you believe 
that that is an accurate holding ? 

Mr. Goutxe. I can’t answer that. I can give you a wish. I wish 
they would straighten it out one way or another. But in my opinion 
which is what you asked for, I think they have some that are regulated 
that should be exempt, and some that are exempt that should be regu- 
lated. I don’t know whether powdered milk is one or not. 

If you want a short example, we will move 30,000 pounds of poultry 
to the Navy base in San Diego. A poor man in Wilmington, Del., has 
500 pounds of whipped topping, but because of regulations he cannot 
service the base in San Diego with frozen whipped topping. It is 
kind of silly when you look at the picture. The truck goes right 
to the same dock from the same dock, and he can’t put it on. So there 
are some both ways. I think there are some commodities that are 
exempt which there is no need for ; yes. 

Mr. Barron. Do you think there is some confusion in the area 
that should be cleared up ? 

Mr. Gou.ke. Very definitely. 

Mr. Barron. Thank you. 

Senator Scuorrret. In your perishables, do you collect for those 
at destination or is that handled by the purchaser direct with the orig- 
inal processor or the shipper who is employing you as a transporta- 
tion medium ? 

Mr. Goutke. You are talking about freight charges ? 

Senator ScHoEPPeL. Yes. 

Mr. Gouuke. We collect freight charges and Federal transporta- 
tion tax in most cases from the shipper. 

Senator ScHorrret. Do you collect in any instance for the price of 
the commodity ? 





1060 PROBLEMS OF THE RAILROADS 


Mr. Gouuke. No,sir. Only on ac. o. d. basis. 

Senator Scuorrren. Naturally on c. 0. d. you would be expected to, 
because you receive them under those conditions. 

Mr. Gouuke. Yes; and we docharge for that. 

Senator Smaruers. Thank you very much, Mr. Gohlke. And thank 
you, Mr. Fred Gohlke, Jr. We appreciate having had you with us 


today. 
The next witness is Mr. Ernie Adamson, of Middleburg, Va. 


STATEMENT OF ERNIE ADAMSON, ATTORNEY, MIDDLEBURG, VA. 


Mr. Apamson. I am an attorney at law and have been engaged in the 
ractice of transportation law for more than 40 years, and what little 
f know about law is in that field. I had considerable experience in it. 
My suggestions are fundamental. They do not go to any particular 
carrier or shipper. 

My clients generally are motor carriers who transport heavy com- 
modities. That is, heavy or bulky commodities. However, I have paid 
my own way here today, and what I say to you I say sincerely, based 
upon my experience. 

I filed a brief statement, but I shall only speak to the more import- 
ant items because I understand that you are pressed for time. 

(The printed statement of Mr. Adamson is as follows :) 


SUMMARY OF STATEMENT OF ERNIE ADAMSON 


I am an attorney at law and have been engaged in the practice of transporta- 
tion law for more than 40 years, and have been a proctor and advocate in ad- 
miralty for 30 years. I am now engaged in practice before the Interstate 
Commerce Commission in behalf of several motor common carriers and have also 
had some experience in legislative matters. My clients are engaged in special- 
ized hauling of heavy machinery and other heavy or bulky commodities. 

I desire to offer to the committee my views and several material facts con- 
cerning the railroads of the United States. 

1. I suggest that legislation be enacted to require that in peacetime, all mili- 
tary motor convoys of more than two vehicles or at least any Government motor 
vehicle having a gross axle weight of more than 10,000 pounds, be transported 
by railroad. Local authorities cannot arrest overweight Government vehicles. 

2. That shippers be required to pay for the transportation of motor vehicles 
loaded with commercial freight and that charges therefor be assessed upon the 
gross weight of the vehicle and the cargo, and that such service (so-called piggy- 
back) must be extended to and rendered to all stations on the railroad lines 
without discrimination or preference. The present method of serving only the 
big cities is hurting small towns, and small-business concerns. 

3. That the salaries of all transportation company executives be limited to a 
maximum of $25,000 per year. 

4. That the railroads be required to reinstitute passenger service on all lines 
and branches where such service has been abandoned within the last 5 years. 
Passenger traffic must be recovered from the bus systems. 

5. That the so-called full crew requirements be modified so as to permit pas- 
senger trains of 200 passenger capacity or less to be operated with 2 employees. 

6. That the parcel-post system be restricted to packages of 12 pounds or less, 
to aid the Railway Express Agency. 

7. That all public-utility companies be forbidden to assume or pay, directly 
or otherwise, any part of the cost of any stock promotional scheme or proxy 
campaign. 

8. When granting motor carrier operating authorities the Commission should 
be required to cite the docket numbers of all existing authorities in the affected 
territory, which have been reviewed and found to be inadequate. The Patent 
Office is now required to do this in granting new patents. 
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9. That the employment of the Interstate Commerce Commission Commis- 
sioners by transportation companies while still members of the Commission be 
made a felony. Commissioner Cross (an honest man and champion of small 
business) was forced to resign for less. 

Mr. Apamson. I am convinced that some steps should be taken to 

ay shippers to the railroads freight charges on the so-called piggy- 
Pack service that has been developed on some of the railroads, based 
upon the gross weight of the vehicle and the cargo. When a shipper 
transports a commodity now in a big container or tank, or a crate, 
he is compelled to pay on the gross weight. 

Under this new—and I say “new”, it is several years old—method 
I think the railroads are losing a substantial amount of money because 
they are transporting trailers that weigh anywhere from eight to 
fifteen thousand pounds each free of charge, as far as the weight of 
the trailer is concerned. 

There is another serious defect that affects the public in that system, 
and that is they are providing this service only between the large 
cities. That is a great mistake for the railroads, because they are de- 
priving the intermediate smaller industrial towns of the service that 
they accord to the big cities. 

They will haul these trains of trailers piggy-back right through 
some of the smaller industrial cities, and those manufacturers are de- 
prived of the service. This, of course, favors the larger manufactur- 
ing centers and hurts the small-business people who are located in the 
smaller towns. That is an economic factor that should be given very 
serious consideration. 

I think that everything should be done tiie! is possible to restore 
passenger traffic to the railroads. Certainly some of the southern rail- 
roads have demonstrated that pasenger traffic can be not only a great 
public service but remunerative. 

I direct your attention to the Southern, the Coast Line, and the 
Seaboard. They have not turned their backs on passenger traffic, and 
apperantny they are doing very well. 

*assenger traflic, of course, runs in cycles, based on the increasing 
population of the country, the density of the traffic by air, and on 
the highways. The railroads’ opportunity is coming back. 

In order to foster that, however, Congress would have to give some 
consideration to reducing the requirements as to full crews. When 
you consider that a Greyhound bus can go down the highway at 80 
miles an hour with 60 passengers on board, and 1 employee—that is, 
the driver—it is ele unfair to compel railroads to put on full 
crews on local passenger trains. 

Theoretically, if you put flanged wheels on the Greyhound bus, 
and allow them to run on the railroad tracks, you would have an ideal 
operation. However, the railroads nurtured the Greyhound system 
in the early days on the mistaken idea that they would bring pas- 
senger traffic into the stations. Greyhound has grown to the point 
now where it is a veritable octopus over the country, and I understand 
the railroads are pulling out of it again. 

The question of safety is one of the great factors to be considered, 
and in my opinion the safest and most comfortable way for any 
passenger to travel is by rail, if the railroads accord proper facilities. 

You have the old argument, of course, among the traffic officials 
as to which you should have first, the passenger service or the passen- 
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ger traffic. Well, you never saw a group of passengers riding down 
e track without a train. You can run a train without passengers, but 
no passengers without trains. 

f the new light-weight motor cars were used, as the B. & O. is now 
experimenting with, I am satisfied that a large amount of passenger 
traffic and desirable revenue could be recovered by the railroads. 

The airlines are now becoming overcrowded. ‘The airports are 
congested. The time has come for Congress to conduct some definite 
investigation and to do something to restore the passenger traffic. 

I should also like to call your attention to something that is being 
done today in the Patent Office. When a patent application is filed— 
and among other things I am a patent attorney—the Patent Office 
processes that Lacey and if a patent is issued, the present prac- 
tice requires the Patent Office to list, at the end of the patent, the titles 
and numbers of all the patents that have been compared and considered 
before this application is granted. 

Today the Interstate Commerce Commission is permitted to con- 
sider applications for new motor carrier service, and unless someone 
protests it—in other words, unless some outsider comes into the Com- 
mission and protests—they will consider that application and prob- 
ably grant it, even though you might have 15 other certificates in that 
area. I suggest that the Motor Carrier Act be amended so as to re- 
quire the Comnaimnion to attach to every grant of authority a tabula- 
tion similar to the Patent Office practice, giving the numbers of all 
the common carrier and contract carrier permits so that any person 
who sees the new certificate or the new permit can tell in 5 minutes 
whether or not the Interstate Commerce Commission has really re- 
viewed all the existing motor carrier authority then existing in that 
— area. That is a vacuum in the present law that should be 
cured. 

I also want to tell you that I don’t criticize people individually if 
I can help it. This question of official standard of morals that we 
are now reading about in the newspapers is a matter of opinion. It 
is a relative proposition. In my opinion, any person who is appointed 
by the President and confirmed by the Senate to be a commissioner 
or other Federal official should not be vulnerable to any kind of offer 
for employment or other reward. 

We have just had a situation down here at the Interstate Commerce 
Commission where the Commission, having before it an important 
iron and steel rate case, called 1510, where they are arguing about 
whether or not they should make the shippers pay rates to motor 
carriers based on railroad mileage rather than actual highway mileage, 
and the C. & O. Railroad comes in and hires the Chairman of the 
Interstate Commerce Commission while he is a member of the Com- 
mission. I heard about his change back in early days. He didn’t 
quit the Commission until the 15th of January. Individually, that 
man is one of the nicest and, to my way of thinking, the cleanest 
citizen that the Commission ever had. 

But the law should be amended. It should be made a crime for 
any person to go in and offer any Federal official who has the dignity 
of being confirmed by the Senate, it should be stopped; and that one 
act has cast a great shadow on the Commission. 
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The public has criticized it severely. You say, well, why shouldn’t 
he do it. If you ask me to point out any provision of the statute that 
forbade such a thing, I would have to tell you that I couldn’t find it. 
But when any Federal official of the dignity of a member of the In- 
terstate Commerce Commission is open to propositions of employ- 
ment while he is actually functioning there on matters in which his 
friends are interested, something should be done to restore public 
confidence. It can’t goon. I sincerely hope that you gentlemen will 
find time to give it consideration. 

I want to thank you for the opportunity of appearing here. I 
remember the chairman very well when he was a kind and very gen- 
erous member of the House of Representatives. I am sure that these 
matters will receive all the consideration that they deserve, if you 
have time, and I hope that other matters of Government will not 
occupy you to that extent. 

Thank you, 

Senator Smatuers. Thank you very much, Mr. Adamson. 

Senator Schoeppel, do you have any questions ? 

Senator Scnorrren. No, I have no questions. Thank you. 

Senator Smatuers. Thank you very much, sir. 

The committee will stand in recess until March 6, at which time we 
expect to hear the representatives of the aviation industry. 


r 


Thereupon, at 11:38 a. m., the subcommittee was adjourned, to 
reconvene March 6, 1958.) 
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THURSDAY, MARCH 6, 1958 


Unrrep States Senate, 
CoMMITTER ON INTERSTATE AND Foreign CoMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., 
in room 457, Senate Office Building, Senator George A, Smathers 
presiding. 

Senator Smatuers. The meeting will come to order. 

This is a continuation of the Surface Transportation Subcommit- 
tee’s hearings on the general railroad situation. In order to get a full 
picture, we recognize we must have the comments of the related modes 
of transportation, and today we are delighted to have as our first 
witness the able Stuart Tipton, who represents the Air Transportation 
Association. I can’t see you very well nor can I hear, but the Bible 
says “blessed are those who hear without seeing.” You go ahead and 
I will listen from here, and we will believe. 

Mr. Tieton. Thank you, Mr. Chairman. 

I will try to speak up enough so I can be heard even if I can’t be 
seen. It is important that I be heard, I think. 

First, I would like to express our appreciation at this opportunity 
to testify before the committee. We have presented the committee 
with quite a lengthy statement covering not only the problems that 
have been raised by the railroads, which is the basic purpose of this 
hearing, but also related problems of the airline industry in response 
to the invitation that you so kindly gave us, Mr. Chairman. 

I would request at the outset that our statement be included in the 
record, and I will then proceed to hit the high spots of the statement 
in order to save the time of the committee. 

Senator SmarHers. We very much appreciate that, and we will 
make your full statement a part of the record and gratefully listen to 
you on your briefing of it. 


STATEMENT OF STUART G. TIPTON, PRESIDENT, AIR TRANSPORT 
ASSOCIATION OF AMERICA, WASHINGTON, D. C., ACCOMPANIED 
BY STANLEY GEWIRTZ, VICE PRESIDENT, ATA; JOHN HOVING, 
VICE PRESIDENT, PUBLIC RELATIONS; AND LEO SEYBOLD, VICE 
PRESIDENT, FEDERAL AFFAIRS 


Mr. Treron. At the conclusion of the railroad presentation the 
chairman stated the problem quite clearly. That statement con- 
stitutes the best possible background for our testimony here today. 

Senator Smathers said: 
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Our country, its economy, its population, are all moving forward. Changes 
are inevitable and are, in fact occurring at an astonishing pace. Transportation, 
one of the primary factors of our growth and our change, is itself undergoing 
great change. 


* * * Tt is important that all of us in and out of transportation * * * must 
raise our sights and develop a new attitude, a spirit of objectivity and selfless- 
ness, if we are to stop the destruction of a vital part of the transportation 
system and the downward trend of the Nation’s economy. 

These remarks must have been intended to cover not only the rail- 
roads but all of the mediums making up the transportation commu- 
nity. For the strength of all is important not only in a peacetime 
economy but, more so, as has been demonstrated in every effort testing 
our national strength. 

We are not experts on railroad problems, and thus will not seek to 
deal with them except in terms of broad principle. However, we 
believe that the railroads are, and will continue to be, of vital impor- 
tance. Maintainence of a sound railroad system is of major conse- 
quence to all other carriers. But we believe further that the solution 
to the railroad problem is not to be found by seeking to arrest tech- 
nological progress or by attempting to impede the public’s use of 
other forms of transportation. 

For instance, the extensive participation by the air transport system 
in the transportation of passengers and mail must be accepted as an 
economic fact of life. No progress can be made in meeting the troubles 
of the railroads by investigating measures which can be taken against 
the airlines. In the 20th century no business is free from the threat, 
or challenge, of technological change. Just as travel has moved from 
the railroads to fixed-wing airplanes, so it may shift from the fixed- 
wing airplane, in some measure, to the helicopter or possibly the 
guided missile. Transportation itself may, in some instances, be re- 
placed by improved methods of communication. The use of closed 
circuit television on theater-size screens allows the conduct of sales 
promotion and training programs on a large scale without actually 
transporting people from several locations to a company headquarters, 
An airline company, incidentally was one of the first to use this 
technique. 

It is clear that as succeeding technological developments produce 
faster and more convenient transportation and communication medi- 
ums, the older mediums must adjust their operations to meet these 
new conditions rather than seek to prevent their creation. 

As Lewis Mumford stated in Technics and Civilization: 

Inventions in technology bring profits and prosperity to some, woe and destruc- 


tion to others. Technology is seen, at any rate, as a cause of changes for better 
or worse. 


A, IMPORTANT ELEMENTS IN MAKING NATIONAL TRANSPORTATION 
POLICY 


Just as there has been a shift in technology affecting the railroads, 
there have also been legislative changes which have been important 
elements, from both a legislative and regulatory point of view, in ad- 
justing national transportation policy. 

The following is merely a description of the impact of these changes 
up to the present. However, they suggest the necessity for additional 
changes, particularly if there is sympathetic understanding of how 
some of these problems have been created which will result inevitably 
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oe intelligent efforts to accept some of the problems and to change 
others, 

1. Legislative landmarks: A review of the legislative milestones in 
Federal transportation policy indicates that railroad problems were 
either the central focus or a principal aspect of all these measures. 
The Interstate Commerce Act of 1887 was enacted because the tre- 
mendous expansion of the railroad network obliterated State boun- 
daries and made Federal regulation of interstate commerce a neces- 
sity. The basic philosophy of this act was that the users of the serv- 
ices of these carriers would receive maximum benefits only with en- 
forced maintenance of free competition under regulation. 

The Transportation Act of 1920 was an about face in the phil- 
osophy of railroad regulation, turning to the view that the excesses 
of free competition must be replaced with a very limited and regulated 
competition together with restricted right of entry. This attitude in 
regard to railroad regulation has continued until the present time. 

The major legislative landmarks in transportation following 1920 
deal principally with the new modes of transportation whose tech- 
nological development raised national problems. Some of these bills 
made adjustments in the railroad regulatory framework (‘Transpor- 
tation Act of 1940), but all were principally concerned with the newer 
modes. The Motor Carrier Act of 1935 brought trucks and buses in 
interstate commerce under ICC regulation with the same theories and 
procedures used for railroads. The Civil Aeronautics Act of 1938 
called for a separate board for the economic regulation of air car- 
riers, which was set up in 1940 as the Civil Aeronautics Board. The 
Transportation Act of 1940 brought interstate and intracoastal water 
carriers under ICC regulation. 

In 1942 freight forwarders were legally recognized and subjected to 
ICC regulation. The railroads had a varying intensity of interest in 
all these bills. In some cases they were among the principal motiva- 
tors and in others they were a secondary influence. 

The pattern had been established, due in large part to railroad ef- 
forts, of “doing something to somebody else” as a principal method of 
solving the railroad problem. Nevertheless, the railroad problem per- 
sists and becomes more aggravated, if anything, with the passing of 
time. 

2. The cause and trends of the railroad problem: We recommend 
that the committee direct its attention to the underlying cause and 
long-run transportation and economic trends that:have brought about 
the railroad problem rather than to the symptoms of that problem 
that have usually been analyzed in past studies. These causes and 
trends would certainly include the following: 

1. The extensive development of private transportation by high- 
way, waterway, air, and pipeline. 

2. Basic changes in the nature of distribution and the relation of 
transportation and inventory costs to total costs. 

3. The great growth of non-rail-common carriers during the past 
dozen years. 

These developments certainly did not all spring from government 
regulatory and promotional policies, nor can they be halted by changes 
in such policies. The railroad problem can only be solved by an ob- 
jective study to determine the inherent and publicly usable advantages 
of the railroads at the present time and making the necessary legisla- 
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tive and regulatory changes to enable them to concentrate on these 
areas without bearing the burden of obsolete or uneconomical services. 

3. The appropriate yardsticks and criteria: Any practical evalua- 
tion of the problems of the railroads, as well as those of the motor 
carriers, the waterways, the pipelines, and the airlines, must be set 
against certain clear and understandable yardsticks. 

These yardsticks, as they will be set out, refer to “Government” 
action; and “Government” is intended as a comprehensive expression 
embracing not only the legislative but the executive departments, re- 
gardless of any Jigerence as to whom the specialized regulatory 
agency should be responsible. 

What should these criteria be? We feel that there would be uni- 
versal acceptance of the following as the principal, if not the sole 
standards. 

1. Will Government action improve service in the public interest? 

2. Will this Government action strengthen our international posi- 
tion, particularly today with respect to Russia, since the Soviet is our 
principal competitor, in the world market, for ideas, prestige, and 

ower ? 

3. Will the Government’s action serve to let our free enterprise 
system act as a stimulus to the economy ? 

The basic question involved at all times, of course, is will this action 
provide financial strength and stability sufficient to accomplish these 
objectives ? 

ith these criteria and their objectives in mind, there must be an 
objective examination of the railroads, their present inherent advan- 
tages, and their proper relationship to other transportation and the 
economy as a whole. Out of this should come recommendations as to 
constructive measures to be taken in railroad practices and operations 
in order to improve and preserve their financial strength. 

Clearly, the solution for the problems of the railroad is affirmative 
action on their behalf. Just as clearly, their problems will not be 
solved by taking legislative action which will unnecessarily hurt other 
members of the transportation family. 


B. THE CHANGING NATURE OF TRANSPORTATION 


The railroads and the airlines must face up to a frighteningly ap- 
parent truth. First the rate of growth of the common carrier pas- 
senger market declined, and then it flattened out. (See exhibit No. 
1: Intercity revenue passenger miles by type of carrier and class of 
scheduled service. ) 

This resulted from the most important change in the nature of 
transportation since the last major legislation—the Transportation 
Act of 1940—the great growth of private transportation in all media 
but rail. At the present time the private automobile is the principal 
mode of intercity passenger travel in the United States, and its share 
of this traffic is steadily increasing. 

The advance of toll roads has already accelerated a trend which 
will be further accelerated by the multibillion dollar Federal highway 
program. It means that the common carriers of passengers will have 
to divide a smaller and smaller share of the total intercity travel 
between them unless some occurrence causes traffic to divert from the 
private carriers. 
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It is generally accepted that there are more private, nonfarm, trucks 
in intercity service than common-carrier trucks, and more private 
towboats and barges than common carrier water equipment. Sub- 
stantial amounts of pipeline operations are in private carriage. Busi- 
ness and corporate aircraft operated more flight hours than the sched- 
uled airlines during the last 2 years. This development of private 

hed all of transportation, and we know very little 


operations has touc 
about it. 

One obvious result due to the nature of the service, convenience, 
and speed of air travel has been the diversion from rail to air to 
such an extent that last year the domestic airlines carried more, in 
on of revenue passenger miles, than either the railroads or the bus 
ines, 

To date, air carriers have made no impressive inroads on surface 
freight. However, due to the widespread economic value of speed 
itself, as well as the development in aircraft, this may, in time, pose a 
greater threat to rail revenues. 

These facts and the conclusions to be drawn from them are obvious. 
Legislation that would attempt to dictate consumer choice would be 
fruitless indeed. You cannot legislate consumer choice. In this 
country, and rightly so, the customer is king. The rise of the auto- 
mobile damaged the economic value and future of a number of people; 
from manufacturers of wagons to apprentice blacksmiths. 

In the mid-1800’s, when the railroads took over the leadership in 
intercity passenger miles from the stage coaches and the canal boats, 
there was economic dislocation affecting some, 

Another economic development disadvantage to the railroads has 
been changes in distribution habits. Some of these changes have been 
caused by the general availability of reliable automobiles and good 
rural roads, 

This availability of private transport, combined with the necessity 
to keep costs at a minimum in transporting small shipments, plus the 
desire to widen markets, has undermined the railroads, not the compe- 
tition of the bus and truck as such. The general availability of high- 
way transportation made possible the economic development of 
towns not directly served by railroads and gave impetus to the forma- 
tion of truck and bus transportation enterprises which could meet 
the needs of these locations at rates people could afford. 

The country peddler and the crossroads store were replaced by fre- 
quent trips to the larger towns, where more variety and price competi- 
tion were offered. During this time the chainstore appeared and in- 
troduced mass production retailing. 

These are trends which cannot be changed by any transportation 
industry or public agency, but rather will shape the future of those 
industries and agencies. An objective evaluation of such trends and 
their apparent long-term effect on transportation is a necessity for 
a sound and enduring national transportation policy. 


Il, THE PLIGHT OF THE RAILROADS 


In commenting more specifically on the railroads’ plight, let me 
say at the outset that we recognize the importance of their place in the 
transportation industry. They have always been the largest and still 
are the largest common carrier, in terms of ton-miles, of traffic in the 
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country. Their well-being plays a significant part in the national 
economy. 

Testimony of the various railroad presidents indicates that the fi- 
nancial plight of the railroads varies substantially from one road to 
another and is nonexistent in some cases, but undoubtedly serious in 
others. Previous witnesses have pointed out that there have been 
alleged or real crises in the ae industry for at least 35 years. It 
seems clear that the causes of their condition, whether it be good or 
bad, lie, in large part, in the factors inherent in the individual rail- 
roads’ method of operation, territory served, management, financial 
structure, or in other factors peculiarly characteristic of the indi- 
vidual road or group of roads. 

Railroad testimony showed clearly that there are many factors in 
the current railroad financial problem. Two of the more significant— 
the current recession and constantly rising costs—are both problems 
which are also causing distress in the airline industry. 

To some extent, however, it seems clear that the current problem is 
a psychological one—failure of the railroads to adjust their thinking 
by recognizing fully the permanence and the merits of other carriers. 
Bart of the problem lies in the very fact that technological progress 
has brought the development and expansion of other forms of trans- 
portation. With this came a shift by travelers and shippers to these 
more convenient or cheaper transportation mediums of a portion of the 
transportation business which the railroads enjoyed when they were 
more nearly a monopoly. The public is actually deciding what the 
railroads claim they want, letting each form of transportation do the 
job it can do best. 

Above all, it is clear that the solution for the problems of the rail- 
roads lies in affirmative action on their behalf, rather than in legisla- 
tive action which would unfairly or unduly restrict other common 
carrier members of the transportation family. 

In reviewing the specific proposals for legislative and governmental 
action proposed by the railroads, we were pleased at the number with 
which we wholeheartedly concur. We think this is due to the fact 
that many of them touch upon the very real plight of all of the regu- 
lated common carriers who are today subject to competition more 
strenuous than any before known by regulated industries. 

This is competition among transportation mediums, within each of 
the transportation mediums, with private and contract carriers, with 
government-operated carriers and with foreign flag carriers. 

This extends even to the railroads, as witness the Milwaukee Road 
exhibit relating to the transportation of Pacific Northwest lumber 
through Canada to avoid the United States transportation excise tax. 

It seems so obvious that we are almost reluctant to say it, but the 
common carriers are the backbone of our great national transportation 
system. They are the carriers who have to serve all comers at pub- 
lished and regulated rates, who have to serve the smaller communities 
as well as the great metropolitan gold mines, and whose quality and 
quantity of service are regulated by many government agencies, in- 
cluding the Post Office Department. We should all realize that these 
carriers represent the only great reservoir of transportation capacity 
available for national emergency. Private carriers, due to their dif- 
fuse and specialized nature, would be difficult to mobilize, under emerg- 
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ency conditions, unless taken over by major experienced common 
carriers. 
While we are in strong agreement with many of the railroad pro- 
osals, there are some about which we are neutral or which we do not 
lieve are sound in promoting common carrier transportation. We 
will first discuss those we favor or do not oppose. 









A. RAILROAD PROPOSALS FAVORED 


1. Repeal the transportation taxes: We, of course, agree completely 
with the railroads and the trucking industry on the urgency of repeal- 
ing the 10-percent tax on passenger travel and the 3-percent tax on the 
shipment of goods, 

This committee is to be highly commended for its affirmative action 
in moving for early repeal of these taxes. : 

The travel tax is a “See America Last” tax. It discriminates against 
domestic air carriers and against the domestic travel industry. It 
diverts travel to foreign countries and to overseas airlines. 

It discriminates against persons who purchase their international 
transportation in the United States. It accentuates the already serious 
problem caused by the penetration of foreign-flag air carriers into air 
transportation in the United States. 

The 3-percent tax on goods is poor policy because it burdens the use 
and development of common carriers. Its pyramidal effect on costs 
and prices is detrimental to the national economy. 

The transportation taxes are an additional incentive to private cor- 
porations to purchase their own planes and haul their own passengers 
and freight. 

There is a great value to government in having a strong common 
carrier airline system. As we point out elsewhere, it is the backbone 
of the civil reserve air fleet program—an essential part of our national 
defense planning. 

At a time when important segments of the common carrier industry 
of this country are in a depressed condition, it surely is unwise to con- 
tinue to artifically depress them by adding to the price of their prod- 
ucts a tax designed initially to discourage their use. 

2. Shorter depreciation for railroad equipment: Railway witnesses 
pointed out that many of their fixed properties have a physical life of 
35 to 100 years and are depreciated accordingly. They suggest that 
for tax purposes they be permitted to depreciate such properties over 
a maximum of 20 years. 

We do not have a detailed knowledge of this railroad problem, but 
as a matter of principle the airlines feel that regulated transportation 
companies must be free to plan and manage their properties according 
to their best judgment; and depreciation is really part of overall prop- 
erty management. 

his freedom of management decision is particularly necessary to 
industries in strong competitive situations. The railroad presidents 
have indicated their industry has been transformed from a position 
of monopoly to a position of one of the many competitors for travel 
and transportation business. 

The more intense that such competition becomes, the more essential 
it is for management to have the freedom to take the financial steps 
necessary to improve equipment and service in order to maintain and 











































1072 PROBLEMS OF THE RAILROADS 


improve their competitive position, and therefore service to the public. 
rtainly depreciation policies which are realistic, both financially 
and technologically, are essential to sound growth. 

The airlines, too, have a depreciation problem, which is now in the 
courts. Although the Congress affirmatively withheld from the Civil 
Aeronautics Board the authority to prescribe airline depreciation 
practices, the Board has sought to make the rules, 

An economic regulation, now being litigated, would burden our 
industry with rigid depreciation aneiden and fixed residual values 
for aircraft. Moreover, it would dictate the classes of property which 
we could depreciate as capital equipment. 

Our property does not wear out in the normal sense. Whereas most 
capital equipment in other industries goes through a functional de- 
terioration which is reasonably predictable and accountable, our air- 
planes cannot be permitted to wear out. 

Public and private safety demands that they be maintained by con- 
tinuous overhaul, in essentially new condition. Therefore, when we 
purchase an airplane we cannot set up a depreciation schedule based 
on physical life. 

The continued safe operation of pre-World War II DC-3’s demon- 
strates this. Our depreciation is based upon competitive obsolescence. 

In our industry, only a competitor with the most modern, economi- 
cal aircraft can be successful. 

Although the DC-3 is safe, usable and better than originally sold, 
due to many modifications based on service experience, it cannot be 
used successfully on any route where more advanced aircraft types 
are operated. 

Accordingly, the depreciation program of one company is as often 
as not determined by the aircraft program of its competitor. And 
each company must be free to adjust its practices to meet the 
competition. 

I do not care to comment on the wisdom of maintaining dividend 

ayments at the expense of a realistic depreciation schedule. Nor is 
it clear to me to what extent legislation is needed to accomplish 
changes in present railroad depreciation policies. 

3. Construction reserve fund: This proposal involves a new idea 
for equipment financing which, as we understand it, is essentially 
based on a tax postponement device. Like the late ODM 5-year 
writeoff plans, it appears to involve a certain element of speculation 
on future tax rates. While we would want to reserve final judgment, 
the idea seems to merit consideration as a reasonable means of help- 
ing the railroads and other regulated carriers accumulate capital for 
new equipment. 

It is our judgment that this is one of those measures which nibbles 
away at a very basic problem rather than attacking the roots. The 

roblem is, How can industries which are allowed insufficient returns 

y their regulatory agencies to obtain conventional debt and equity 
financing, or accumulate retained earnings in reasonable amounts, 
obtain money for the inevitable day of reequipment—the cost of which 
reequipment reflects several bouts of inflation and desirable but ex- 
pensive technological improvement ? 

This proposal is basically a device whereby the regulatory agency 
may allow a company to accumulate a reserve which is in the nature 
of retained earnings without this reserve showing as a profit. If this 











PROBLEMS OF THE RAILROADS 1073 


is the only way some retained earnings can be set aside, there is merit 
in it but it is a socially and economically questionable solution. 

4, Tighten the agricultural exemption: This is yet another instance 
where careful legislation and regulation are necessary to protect the 
common carrier transportation system from the constant erosion of 
nonregulated carrier activities. 

It is one of the gray areas of regulation, and it is particularly 
troublesome because of the high class rates of the business involved. 

The airlines are not now directly involved in this issue, but, to the 
extent we are familiar with it, we believe that some restriction should 
be considered to restore the situation toward that which was orig- 
inally intended by Congress. 

A more careful definition of the scope and intent of the exemption 
might accomplish this. We believe that S. 2553, introduced by the 
chairman, would go a long way toward improving the situation. 


B. RAILROAD PROPOSALS OPPOSED 


1. Integration: The desirability or undesirability of single corpo- 
rate control of extensive operations in more than one medium of 
transportation (such as rail and highway or steamship and air) has 
been a matter of public debate for many years. It has again been 
advanced by some of the railroads. 

They contend that integration would improve their position through 
investment in, or operation of, highway, pipeline, air, water, or other 
carriers. 

The airline industry opposes any change in the present regulatory 
controls over the integration of transportation modes. We have op- 

osed legislative changes to make this integration mandatory or to 
oosen the standards, just as we have opposed entry by surface car- 
riers into air transportation. 

Such acquisition would not promote the interests of air transporta- 
tion or the public interest because it would restrain competition; it 
would jeopardize carriers not party to the consolidation ; and it would 
foster monopoly. 

It is contrary to the express extent of the Civil Aeronautics Act 
which seeks “* * * to recognize and preserve the inherent advantages 
of [air] * * * transportation * * *.” 

Just as the Interstate Commerce Act provides for acquisition and 
contro] of one surface carrier by another, under appropriate public 
interest standards, so does the Civil Aeronautics Act permit acquisi- 
tions and mergers. 

The act does not prohibit surface carrier acquisition of an airline. 
However, Congress imposed on the Civil Aeronautics Board, in sec- 
tion 408, the responsibility to make interpretations in the public inter- 
est of what constitute appropriate consolidations, mergers, and ac- 
quisitions of control. 

Needless to say, those interpretations must be made not only with 
respect to certain legislative conditions contained in section 408, but 
elsewhere in the Civi] Aeronautics Act and, particularly, in the broad 
policy section (sec. 2). 

A most comprehensive pronouncement by the Civil Aeronautics 
Board of its position with respect to diversification is contained in 
its opinion of March 19, 1947 (American President Lines, Ltd., et al., 
petition). 
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At the outset, the Board states the problem: 


The legal question before us can be simply stated: What relationship does the 
law permit to exist between air transportation and other forms of transporta- 
tion, that is, between air carriers and common carriers other than air carriers? 
The answer must be sought in the context of the Civil Aeronautics Act and not 
in the personal beliefs of the members of this Board as to what the national 
policy should be. It is not the function of an administrative body to create 
basic policy but to administer that which Congress has prescribed. 

In the course of its opinion, the Board states certain conclusions 
with which the airline industry has always been and is now in agree- 
ment. 

In view of the principles and policies set forth in section 2 of the :act and the 
mandate there given to this Board in its decisions to construe the public in- 
terest in terms of those principles and policies, we are convinced that the Board 
has the power and the duty in a proceeding under section 401 to limit the entry 
of a surface carrier into air transportation to operations which would enable 
such surface carrier to use aircraft to public advantage in its suface transport 
operation unless the record of the case were to reveal that the public interest 
required service by a surface carrier regardless of the circumstances that it was 
a surface carrier. 

Or to state it differently, the Board has determined that it has the 
power to permit mergers, consolidations, or acquisitions of surface 
carriers with air carriers but only to the extent that the air carrier 
remains an adjunct to rail operations. 

The Board has not so found in any proceedings and clearly these 
findings have been based on considerations of principle resulting in 
denials of such integration since they would militate against the devel- 
opment of air transportation. For the Board stated in the same 
opinion: 

That Congress was aware of the potential dangers to the full development of 
air transportation that could result from the control of air by surface trans- 
portation interests, and was resolved to afford protection against them is 
evidenced by those provisions of the Civil Aeronautics Act requiring Board 
approval of interlocking relationships between air carriers and other common 
carriers, the provisions requiring disclosure of stock or other interests held by 
an officer or director of an air carrier in “any common carrier” and, of course, 
the provisions restricting acquisitions, mergers, and consolidations involving air 
carriers and other common carriers as set forth in section 408 (b). 

Nothing has occurred, to our view, which suggests that the public 
interest as distinguished from the private interest—in this case the 
railroads—can today be any better served by the integration suggested 
than it could have been when last this matter received thorough Board 
attention. 3 : 

On the contrary, in view of airline jet commitments and the exercise 
of airline managerial ingenuity which these commitments will create, 
it seems even more apparent today to reject this railroad suggestion. 

Technological advances and public usefulness have not required the 
help suggested by the railroads in terms of their proposals. The most 
important problem confronting the airline industry—recognition by 
the Civil Aeronautics Board of an appryprine rate-regulating phi- 
losophy—would certainly not be solved by bringing about a consolida- 


tion of a strong element of transportation with one which, by the 
admission of much of its leadership, has faltered. 

The airline industry believes that the American transportation user 
expects and deserves a continuously improved and expanded trans- 
portation service at a minimum cost. 
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Established transportation companies in the past have not been 
willing to risk management and capital in the development and ex- 
ploitation of such new devices as the airplane and the pipeline in 
their early development phases. 

Rather have they become interested when it was evident to all that 
the new modes were here to stay and the impulsions have been to 
reduce competition and to obscure managerial problems in their prin- 
cipal lines of endeavor with profits from and public interest in the 
new devices. 

It seems evident that what the railroads seek is a lowering of the 
present standards for determining what integration is in the public 
interest. 

Congress has considered this matter many times in the past. We 
believe careful consideration will lead to the conclusion that there 
should be no lowering of the present standards for evaluating inte- 
gration proposals. 

2. Section 22: As this committee knows, a portion of the railroads 
do not favor repeal of the free and reduced-rate portion of section 22 
of the Interstate Commerce Act. 

On the other hand, imported segments of the railroad industry are 
strongly in favor of the repeal of this section. The trucking industry, 
the airlines, shippers and others have long urged its repeal. 

This provision is clearly inconsistent with one of the basic and pri- 
mary purposes of the act—elimination of the gross discrimination 
practiced by the railroads of that time. In spite of the basic policy, 
this violation of the fundamental principle of common carrier regu- 
lation continues to persist. 

Nor should the Congress conclude that the legislation which was 
enacted last year (Public Law 85-246) with regard to disclosure of 
these special deals is an answer to the section 22 problem. It is not. 
It does not stop the discrimination. It does not restore the primacy of 
the tariff principle. It simply assures that other transportation com- 
panies will have an after-the-fact look at the secret agreement the 
carrier and the Government made. 

To a considerable extent, this was possible before, so the act accom- 
plishes practically nothing. Carriers subject to the act are still en- 
couraged to deal privately and secretly with the largest shipper in the 
world—the Government. With no regulatory control over rates, the 
only law that governs is the law of the jungle. 

Government transportation officers may play off one carrier against 
another and can bring to bear upon the carriers, either singly or in 
groups, pressures which no private customer could seat wield. 
Little wonder that some Government agencies opposed the repeal of 
this section 22. 

They like the special privilege they enjoy over all other shippers 
and travelers and which is so fundamentally contrary to the sound 
principle that governs all other national transportation policy. 

The result is that private shippers and travelers are forced to pay 
higher transportation rates than they would if Government were put 
on an equal footing with them. 

Why do the airlines seek repeal of section 22? It hurts us in the 
procurement of military business. For example, we never know until 
after it is over, what price we are competing against when we bid on 
a military movement. Our members have charter tariffs on file. 
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ae include live movement and ferry rates. We are governed by 
em. 

We are competing with published fares and tariffs against secret 
rates which the railroads negotiate with the transportation officers. 
We naturally lose a substantial part of the total military group 
business, 

We are perfectly willing to compete with all transportation com- 
anies on the basis of established public tariffs. Publication, after the 
act, of special tariffs is no solution. 

Even though our rates may at times be higher than others, we be- 
lieve we can obtain a reasonable share of the business on the basis of 
speed, service or overall benefit to the Government. But the secretly 
negotiated discounts must first be eliminated. 

n the conference report on S. 939—Public Law 85-246—there was 
a suggestion that consideration should be given to the desirability of 
) amending the Civil Aeronautics Act to include language like section 

22. This would be a backward step indeed. 

| When consideration is given to the problem of railroad passenger 
. deficits and possible aids in solving that problem, consideration should 
: be given to the extent to which those deficits are swollen by the rail- 
| road practices of giving section 22 discounts to the Government. So 
far as we know, that matter has not been studied by Congress. 


as 





C. OTHER RAILROAD PROPOSALS 


1. Government equipment leasing program: It has been proposed 
that a Government agency be established to assist railroads in obtain- 
ing rolling stock by purchasing cars and locomotives and then leasing 
them, over a long term, to the railroads. 
It appears that before serious consideration is given the proposal, 
it shoulel first be determined that there is an actual need for it. To our 
. knowledge, such need has not been demonstrated. It is most signifi- 
. cant that the proposal was not generally supported by railway officials 
. before this committee. 

It would have to be shown that private enterprise cannot, through its 
own resources, find incentive to finance the required cars. There are 
indications that funds may be available through private enterprise, 
and the railroads have traditionally been successful in obtaining favor. 
able terms. 

If the requirements for additional equipment during the next 10 or 
20 years cannot be met through favonible regulatory action, or through 
such measures as the construction reserve fund, the Congress might 
consider a carefully defined and restricted guaranteed loan program 
. similar to that provided for the local and territorial airlines. 

; 2. Increased rate freedom: At the moment, the airlines are not di- 
j rectly involved in this issue as it was stated by the railroads, except for 
the section 22 situation, described above. We have noted with in- 
. terest, however, the fact that the railroads’ advocacy of greater free- 

dom of rates is not intended to apply to freedom within given modes 
of transportation but only between different modes. Nor have their 
; explanations adequately answered this apparent inconsistency in their 
. position on this point. 

We, however, support the principles which are a part of increased 

rate-setting freedom. 
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In fact, the airlines do have a rate freedom problem of their own 
which will be discussed later in my statement. 

3. Railroad mail pay: Some railroads have claimed they are sub- 
sidizing the Post Office Department by transporting mails below costs. 
We are generally aware of the outstanding railroad claims for higher 
mail pay, but have no opinion on the specific merits of these claims. 
However, the committee might well review the many congressional 
studies that have been made of this controversial eB 

Certainly it is clear that the transportation agencies which carry 
mail for the Government should not be required to do so at a loss. 
Whether it be railroads, airlines, buses, or trucks, they ought to be 
fully compensated and allowed a reasonable return on their investment 
for this service. On the other hand, no carrier should be compensated 
for artificial or hidden costs. 

The Government should be able to buy transportation on a com- 
parable basis; that is, “revenue ton-miles performed,” from al] com- 
mon carriers just as any other shipper. 

However, at present, except for the scheduled airlines, the Post 
Office pays for transportation in the United States on a space basis 
or a schedule basis. 

4, Passenger deficits: The railroads have complained of passenger 
deficits, the problems they pose for management and the burdens they 
impose on shippers. 

Unquestionably, passenger service losses are a problem, a problem 
which varies in its impact from one line to another. The problem 
is in some measure a result of overlapping and conflicting jurisdic- 
tion of the governmental regulatory agencies. 

It would seem sound for the ICC which has primary responsibility 
for the economic soundness of the mail carriers, to also have authority 
over their rates and service commensurate with that responsibility. 
Consequently, the railroads’ proposal that the ICC be given greater 
power over intrastate matters seems sensible. 


III. THE PROGRESS, PROBLEMS, AND PLANS OF THE AIR TRANS- 
PORTATION INDUSTRY 


The railroads and the airlines share a common problem. We are 
grateful for your invitation to discuss not only methods of strengthen- 
ing the rails, but also the opportunity to review our own present and 
prospective ills at the same time. 

The state of a deteriorated railroad situation should, in all per- 
tinent respects, provide a suitable warning. Our relative problems 
are simply a matter of degree. It will be more difficult to correct 
the airline problems 5 years from now than it is today; witness the 
unanimity and uniformity of the railroad complaints. 

The president of the New York Central would not object, we are 
sure, if we adjusted his text by substituting “airlines” for “railroads” 
in his statement that: 

Unless you take steps now, don’t except to wave a magic wand when an emer- 
gency or catastrophe is upon the country and expect to have up-to-date, modern, 
and efficient railroads to do your bidding. Then it will be too late. 

Fundamentally, our problems can be solved with greater ease, but 
not without your support and, in the instance of the Civil Aeronau- 
ties Board, possibly your sympathetic surveillance will be required 
22 
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since regulatory agencies are, at least by definition, creatures of legis- 
lative fiat. 

The Civil Aeronautics Board has the power to solve a good many of 
our problems; you gave it to them; the courts have interpreted that 
power to exist within the Board as broadly as your legislative wisdom 
endowed it. 

If the Board will measure up to its responsibilities and aggressively 
execute the basic principles of the Civil Aeronautics Act, with par- 
ticular emphasis on the promotional phases of the statute, then I think 
oe would make great progress, both for the public and the national 
defense. 

The United States Court of Appeals for the District of Columbia 
the other day outlined a philosophy for the CAB that may be ex- 
tremely helpful. 

The basic, controlling provision (of the Civil Aeronautics Act) is in the words 
beginning “to maintain and continue the development.” 

The court emphasized this and then went on to declare: 


The objective of the Congress is plain. It is the maintenance and continued 
development of air transportation to the extent and of the quality required for 
the national commerce, postal service, and defense. The objective is on a grand 
scale. It is for the public interest. It is vital * * * Congress did not put 
the responsibility for development of an air transportation system wholly 
upon Government agencies. In this statute the Congress sought to utilize the 
abilities and capacities of the private air carriers. 

But, as we propose to demonstrate, the stated yardsticks of success- 
ful industry performance require constructive action by all of the 
executive departments of the Government who must be concerned with 
civil aviation. 

There is no question that the airline industry has already acted to 
improve service in the public interest. 

e airlines, in the best spirit of free enterprise, have committed 
themselves to the investment of more than $2 billion for new jet- 
powered aircraft. 

This is an investment that will not only allow the United States 
airlines to maintain their supremacy—it is an investment that will 
spread out through the whole economy, creating new jobs, making new 
skills, and priming the sluggish pump of the current American econ- 
omy in the healthiest wank aheeiahs private funds. 

n many respects the big question becomes: Will the Government 
respond by matching our performance in the exercise of its respon- 
sibilities ? 


A. THE GROWTH AND DEVELOPMENT OF AIR TRANSPORTATION UNDER THE 
CIVIL AERONAUTICS ACT OF 1938 


Before testing the response of Government action, it would seem 
appropriate to review the industry’s record of growth and progress. 

1. The objectives of the Civil Aeronautics Act of 1938: There need 
be no guesswork in measuring the performance of the airlines since 
the Civil Aeronautics Act of 1938 sets forth the standards in its declara- 
tion of policy. Whether the air transport industry has fulfilled its 
obligations must be determined by the extent to which it has— 
* * * properly adapted (itself) to the present and future needs of the foreign 


and domestic commerce of the United States, of the postal service, and of the 
national defense * * * 











PROBLEMS OF THE RAILROADS 1079 


These are the specific purposes against which performance must be 
assessed. In addition there are certain general objectives clearly 
understandable but worth repeating at this time. 

One of the general objectives set was that the industry must be of 
general public usefulness. It is the task of the industry to provide 
a universal air service—service not just for passengers, but for mail and 
goods; service not just for the large cities, but for the country’s 
smaller communities. In brief, the duty of the industry is to develop 
air transport. A second objective was that the industry must be 
competitive. A third objective was that the industry must become 
strong and self-sustaining. 

How the objective of developing air transport has been served can 
be told in the growth of traffic, the addition of schedules, the intro- 
duction of new equipment—the production of more and more service 
at less and less cost to the public. How the objective of becoming 
more competitive has been served is conveyed in many ways: in the 
story of parallel services being established; in the vigor of the com- 
petition as reflected, to some extent, in the lusty promotional cam- 
paigns and the large volume of advertising sponsored by the industry. 
The drive for self-sufficiency is reflected in the fact that subsidy is a 
smaller and smaller proportion of total industry revenues and, in 
recent years, has been eliminated entirely with respect to the domestic 
trunklines and most of our international operators. 

Two additional general observations may be made before going into 
detail. One is that, in addition to actually being the world’s most 
competitive air transport system, if not the world’s only competitive 
system, the American-flag airlines compete with the great foreign-flag 
systems. It is worth noting that this competition is no longer re- 
stricted to the international routes. Under established Government 
policies, foreign-flag airlines are given traffic rights which compete, 
directly and indirectly, with our domestic airlines. And, through 
special procedures, the foreign-flag airlines may receive hearings and 
decision far more rapidly than is possible for our own airlines. 

The second general observation is that, although this country’s 
scheduled air transport has, as the figures show, discharged its ob- 
ligation to be of service to the commerce, the postal system, and the 
national defense, as yet it has not fulfilled completely the promise 
it has held out for its investors. The measure of the industry’s in- 
creased usefulness is to be found in gross traffic figures, in gross 
revenues. But the measure of its strength for the future is found 
partly in its net income. And the increase in net income has not been 
commensurate with the increase in grosses. 

The 19-year period since the passage of the Civil Aeronautics Act 
has been one of unbelievable performance but has not been one of 
undisturbed expansion. The development of air transportation, air- 
linewise and aircraftwise, has been handicapped by World War II 
and, more recently, by the hot-cold war of 1951-55. So, it really 
is not fair to say that this progress in commercial certificated air trans- 
portation should be measured against a yardstick of a full or con- 
tinuing 19-year period. 

In 1938 the Board was handed a route structure which it started 
to work on between 1938 and 1940. This was the initial testing period. 
Before too long, the airlines went to war. Within 6 months after 
Pearl Harbor, 50 percent of the total fleet of commercial aircraft was 
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used, in, and as auxiliary to the Air Transport Command and the 
Naval Air Transport Service. Within the same 6 months’ period, a 
third of the total complement of certificated airline personnel went to 
work for some arm of the Defense Establishment. 

From 1946 to 1949 came the postwar adjustment, with an economic 
recession suffered by the airlines while the rest of the country was 
enjoying unparalleled postwar prosperity. Due to manufacturing 
delays, it was not until 1950 that new equipment can be said to have 
really replaced the workhorse DC-3. en, the airlines were able to 
begin to dig in and to move toward the stability for which they have 
been striving since regulation came into being in 1938. As part of 
the forward movement, and during the period 1950-57, the airlines en- 
joyed 4 full reequipment programs involving 9 different kinds of air- 
planes. 

To what extent in the areas of commerce, postal service, and de- 
fense have we achieved progress ? 

2. Benefits to the foreign and domestic commerce: An important 
measure of the growth in usefulness of certificated air transport service 
is in the increase in the number of revenue passenger-miles operated— 
that is, the number of miles over which paying passengers were carried. 
The revenue passenger-miles operated by American-flag carriers on 
both domestic and international routes increased from a half billion 
(514,791,000) in 1938 to 31,500,000,000 in 1957. This is an increase of 
more than 61 times, or over 6,100 percent. The number of seat-miles 
operated, which represents the number of seat-miles offered for sale to 
the public, increased from 1,031,192,000 in 1938 to 39,800 million in 
1957. This is an increase of almost 38 times the operation in 1938. 

The number of passengers carried increased from 1.3 million 
(1,300,000) to more than 49 million. For every passenger carried in 
1938, the certificated airlines, in 1957 carried 38. Cargo transporta- 
tion increased from 2,550,000 ton-miles in 1938 to 553 million ton-miles 
in 1957. The total airline revenues from traffic other than mail in- 
creased from $33,601,000 in 1938 to more than $2,100 million. During 
this time, the total number of airplanes in use by certificated airlines 
increased from about 300 to 1,841—a 603.7 percent increase. (See 
exhibit 2—Ever-growing public usefulness since 1938.) 

The number of certificated airlines has increased from 23 to 55 
in 1957. Miles of authorized airline routes have increased many times. 
Much of the increased mileage reflects the creation and addition of air 
carriers and competition between the points served. 

Statistics and maps alone do not reflect the innovations and the high 
quality of services which are the hallmarks of American air trans- 

ortation. It was the American air carrier who first conquered the 

arriers of oceanic distance and who accustomed the domestic travel- 
ing public to the convenience of stewardess service, to complimentary 
meals, and to standard credit arrangements for transportation. 

Regulation has increased and intensified competition and prevented 
monopoly. 

Were we to show you a map of the United States with lines dem- 
onstrating duplicating and competitive service over the principal 
routes, you would begin to appreciate the extent: to which the public 
has been exposed to the benefits of air competition. 

In addition to the service provided at small cities by the local 
service airlines, the trunklines also provide this type of service. This 
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they are able to do because the losses sustained at these marginal 
cities are compensated for by the revenues developed at the greater 
traffic producing areas—most of which, for long-haul carriage pur- 
poses, are highly competitive. 

The growth and service has been accomplished by an expansion 
in competition. 

Taking the 50 pairs of United States cities ranking first in traffic 
volume last year, there .was:competitive duplication to the extent 
of about 95 percent. 

In the international field there are few routes which are operated 
exclusively by any one United States-flag carrier. In addition, there 
is the further competition between the United States carriers, on the 
one hand, and the carriers of foreign countries on the other. 

3. The concept of regulated competition: This progress under the 
Civil Aeronautics Act has taken place under a system of regulated 
competition. This concept was presumably developed, and quite 
properly so, in order to eliminate destructive and uneconomic com- 
petition. But, it must be recognized that, regardless of whether 
competition is regulated or unregulated, there is still some waste in 
competition. This is a generally accepted economic maxim. The 
problem is the creation of a balance where there is as much competi- 
tion as necessary and as little waste as possible. Obviously there is 
almost a total absence of waste in monopoly. 

That is why some language in the CAB's opinion supporting its 
insufficient interim fare increases is worrisome. The board says: 

While we recognized * * * that new competition might have a temporary 
adverse effect on load factors, we concluded that it was reasonable to anticipate 
that as experience was obtained with the needs of the market, load factors 
should return to higher levels. We noted the obligation on management to 
schedule according to the needs of the market and indicated our adherence 
to previous determinations that load factors are controllable by management 
to a large degree, particularly in an expanding market. 

While we do not agree with the substance of the board’s relation- 
e between the problem of load factors and fare levels, particu- 
larly since the parties to the General Passenger Fare case have not 
yet put the load factor question in evidence, we urge the board to 
heed its own injunction. We do this as the board prepares to rule 
with respect to the place of the large irregular air carriers (supple- 
mental carriers) in the scheme of air transportation. 

The board can judge the delicate balance of competition between 
carriers subject to the same rules and requirements of adequate service 
to all the points to which they are certificated. But any decision 
in the Large Irregular case which authorizes an unlimited number 
of supplemental carriers to fly 10 round trips a month between any 

air of points in the United States will dislocate balanced and regu- 
ated competition beyond repair, and make a mockery of the board’s 
warning, in the Interim Fare case opinion, for management “* * * to 
guard against excessive scheduling.’ 

For where would the Board expect these supplemental carriers to 
concentrate their efforts? Between Oil City and Bradford, Pa.? 
Between Des Moines and Lincoln? Between Spokane and Yakima? 
Between Panama City and Mobile? Between Wichita and Topeka? 
Between New Haven and Hartford? Between Toledo and Cleveland ? 

Or is their activity more likely to be long-haul nonstops between 
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the most dense areas in the United States like New York-Miami, New 
York-Chicago, New York-Los Angeles, Seattle-Los Angeles ? 

And when the certificated scheduled airlines start meeting these 
intensified schedules with increased flights of their own is the Board 
to say that management has acted unwisely and uneconomically and 
produced “excessive scheduling” which may in fact lower the average 
load factors. 

And that when service between less productive points has been re- 
duced, to make dollar and equipment available for the more profitable 
long-hauls, will the Board then accuse the carriers of providing “in- 
adequate service” ? 

i The problem of private or half-regulated competition has plagued 
) the railroads. Is the CAB not to be forewarned and forearmed on 
that? Or is the Board, in the interest. of a small group, to fracture 
a carefully balanced competitive mechanism by appearing to sponsor 
competition which is bound, by the example of other forms of trans- 

portation, to be uneconomic and ultimately destructive. 
4. Contributions to the development and enhancement of the postal 
f service: Today, mail pay is no longer a form of subsidy. The rate 
i} for carrying the mail is simply compensation for the service per- 
formed. This mail rate is determined by the Government after full 
and open hearings. Today, mail revenue constitutes only 2.4 percent 
of the total airline revenues of all domestic air carriers. And of the 
cost of each 6-cent air-postage stamp, 0.9 cent goes to the airlines as 
payment and 5.1 cents go to the United States Post Office Department. 
§ oo ee No. 3: Postal Service (Domestic) Airmail $$$ to Post 

ce. 

A few years ago, the Post Office Department started a new experi- 
ment in improved postal service for the public—sending first-class 
mail, on a space-available basis, between certain points in the United 
States. In the first year of the experiment, senders of letters saved 
nearly 10 billion hours of delivery time and hundreds of millions of 
letters reached destination an average of 1114 hours sooner than if 
they had moved by surface means. The airlines received about three- 
tenths of a penny from each 3-cent stamp covering a letter which 
traveled by air under the experiment; the Post Office realized approxi- 

; mately 2.7 cents. 

In 1957, close to 1.5 billion letters were flown, an increase of over 
650 percent since 1948. They were flown into 554 domestic cities, con- 
trasted with the 183 receiving such service in 1938. In 1956, the Gov- 
ernment received about $102,770,000 in postal revenues from domestic 
letter airmail, and paid out only $15,260,000 to the airlines for those 
letters carried by air—or 1.06 cents to the airlines for every 7.12 
cents paid by the public to the Government for letter airmail. 

5. Contributions to the furtherance of the national defense: The 
contributions of commercial aviation to the national defense are now 
history. This was not an accidental occurrance. The ability of the 
certificated airline industry to assist at the outset of World War IT 
was the direct result of the planning and the thinking done by the 
then certificated airlines of the United States. 

And, as will be explained in some detail later in this presentation, 
the airlines, as a result of a planned partnership with the military, 
have created a civil reserve air fleet which provides a ready standby 
reserve in the event of a national emergency—saving the Government 
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today, as will be pointed out, close to a billion dollars in combined 
investment and operating costs, 

6. The airlines program for continued progress: The lessons of this 
expansion and progress should be stinilien! in the context of the rail- 
roads’ retrogression. Neither of these two transportation media exist 
in an economic vacuum. Nor do either of them, by any means, enjoy 
the comforts of monopoly utilities. 

The airlines and the railroads must compete in the open market, not 
only for the elements of labor, supplies, and capital that are required 
for operating, but more important, they compete for customers. It 
is no captive audience or monopoly market for either rail or air trans- 
portation. If a customer does not wish a telephone, he may have to 
employ a megaphone or smoke signals to communicate with his 
friends and neighbors. If he objects for any reason to electricity, he 
will find it inconvenient but can return to oil lamps, giving up tele- 
vision along the way. 

However, if an American consumer does not wish to travel by air 
and rail, he has many alternatives—he may go by bus, by car, or even 
more distressing to the rails and air carriers, he may just decide not 
to travel at all and perhaps use the long-distance telephone. 

Accordingly, despite the airlines’ contribution to the public service, 
it is a contribution which has been made constructively. If it had not 
been so developed, it would not have progressed in accordance with 
the requirements of the act and the determined decisions of airline 
management. 

It is for all these reasons that the year of the 20th anniversary of the 
Civil Aeronautics Act becomes truly a year of decision for the air trans- 
port system. It provides the final opportunity to complete the prepa- 
rations for the jet revolution—a transformation both technologically 
and philosophically which provides a crucial test for both industry 
and Government. 

There are many who have questioned the industry’s wisdom in mov- 
ing so quickly into the jet age. Since some of these critics are in im- 
portant places and since their reservations appear to be reasonable, 
this question must be treated seriously. 

Why should we enter the jet age at the present time in the light of 
all its attendant problems and difficulties? 

It will be a service to the public, whether traveler, businessman or 
letter writer. It has been a cardinal principle of the scheduled air- 
lines that technological benefits should be passed on to the public no 
matter what the difficulties faced by airline management in the process. 
This is still the guiding philosophy. Maintenance of this philosophy 
has been an exhausting, grinding task for airline managements, but 
it is a good one. Certainly, constant improvement in service is a basic 
element of our free enterprise system, and where a business has depart- 
ed from it, there has been a deterioration in service, and an equally 
steady loss in public support. 

Our people will require it. The CAA forecast of passenger demand 
and carrier response to travel by air in the future shows an estimated 
118 million passengers by 1970 as compared with the 46 million carried 
in domestic service in 1956. (See exhibit No. 4—domestic passenger 
forecast.) 

However, there is another and more pressing requirement for the 
jet age. This is the demand imposed by national defense needs. 
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B. RUSSIA, THE JET AGE AND THE REQUIREMENTS FOR UNITED STATES 
CIVIL AIRPOWER 


1. The Russian Challenge to United States Air Transport Suprem- 
acy: Airpower has become an essential element of national strength, 
both commercial and military. Without total airpower, national 
strength does not really exist. And civil air transport is now an indis- 
pensable part of total national airpower. 

The Russians have long recognized this important fact of life. The 
strategy of the Soviet has been to first develop their aircraft along mili- 
tary lines and then phase them into commercial operations. With the 
Russian concept of total airpower, vast sums of money have been 
drained out of the Russian economy to develop not only the aircraft, 
but the entire supporting aviation effort. 

While the attention of the world has been focused on sputnik, the 
Russian civil airline, Aeroflot, has been progressing with much less 
fanfare but at a rate that threatens to make it the leading airline of 
the world. The United States, so far, has come out second best to 
the sputnik; we cannot afford to come out second best to Aeroflot. 

To illustrate the growing interest of the Russian Government in 
the promotion of the airline, let me direct your attention to this ad- 
vertisement and this poster. As you can see, it encourages the Rus- 
sians to fly the new jet plane, the TU-104. This promotion piece alone 
represents a 180° turn on the part of Russian philosophy. Until 
recently, Russia had shrugged off American advertising as a typical 
example of capitalist deceit since it was based on “falsehood and de- 
ception.” Soviet ads, of course, now are “truthful and informative” 
and thus become quite proper. (See Exhibit No. 5—Aeroflot Ad- 
vertisement, and Exhibit No. 6—Aeroflot Poster.) 

“What is needed,” the chief administrator of Aeroflot said, “is 
for Aeroflot to make serious efforts to propagandize the advantage of 
air transportation. The population must be kept informed concern- 
ing the work of the airlines.” 

It has been the fashion to view Aeroflot with some condescension 
as a sort of plodding organization that operates antiquated equipment 
on haphazard schedules with little or no concern for the comfort, 
or even safety, of the passengers. Although it would be comfortable 
to believe this, the truth is that Aeroflot today is an enormous] 
effective airline that has come a long, long way since World War I 
and shows every sign of going a lot further. 

The airline has now at least six modern turbine transports in vari- 
ous stages of development. Unlike the step-by-step progression of 
the United States from DC-3’s through four-engine transports, then 
to turboprops and jets, the Reds have leap-frogged almost overnight 
over the DC-3 and into their jet equipment. 

Their planes may not have the upholstered comfort of some of the 
big jets we have on order, but they do have one characteristic that 
we're not likely to have for almost another year: that is, they’re be- 
ing operated in regular commercial service, In fact, their current 
jet—the TU-104—has been to the United States on three occasions. 

e last time was in February when the Russian Ambassador was 
flown into Baltimore. The Reds, who know the propaganda value of 
their new machine, shrewdly opened the plane for inspection. Crowds 
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thronged the aircraft, taking photographs, talking to the crew mem- 
bers who even gave souvenirs to the sightseers. 

With their now fully developed flair for exploiting a public rela- 
tions situation, we can be assured that the accounts of the admiring 
American crowds, with photographs, were rushed by the Russian news 
agencies to all parts of the world. The impact of this story on the 
uncommitted areas is incalculable. 

Now that they have the equipment to challenge, and—at least for 
the time being—to surpass the planes of the United States airlines, 
we can expect a rapid expansion of the Soviet airline. For almost 
all of its history, Keroflot has confined itself to operations within 
Russia. In the brief span of 1 year, they have inaugurated service 
to Copenhagen, signed an agreement with England for reciprocal 
service, and have made it evident that they will welcome the oppor- 
tunity to fly to the United States. 

But what we are witnessing here it not just the transformation of a 
foreign carrier from a second-rate airline to a powerful competitor, 
we are seeing the buildup of Russian airpower. Military strategists 
no longer isolate civilian transports from military operations. They 
are part and parcel of one massive logistics system. The Soviet 
turboprop and turbojet fleet is interchangeably part of its regularly 
scheduled commercial operations and its own military air transport 
service. The Soviets understand, as we should, that a strong civil 
air transport system will provide essential military strength, stimu- 
Jate internal economic development, serve as a means of economic pene- 
tration in other countries and as a propaganda weapon of enormous 
influence. 

We have seen all of these signs: The expansion of their routes to 
the West; the use of the new jets as a propaganda platform; the 
economic ties that follow air service between countries. And now, 
impressed with their own success, Aeroflot salesmen are out with their 
order books, looking for sales of Russian-built aircraft to countries 
that are in the market for the latest jet transport. 

The concept of total airpower is not merely a topic for discussion 
inthe abstract. It’s as real as the TU-104. 

2. The role of United States civil airpower: Speaking solely from 
the standpoint of our national defense, a sound policy is particularly 
essential in our form of transportation, uniformly implemented by 
all segments of Government and industry. This is true because 
the time element for swinging into action in any future emergency 
will be much more critical in air transportation than any other form 
of transportation. 

This does not mean that other forms of transportation are not com- 
pletely vital to the defense of our Nation—they are. But never be- 
fore in history have nations had the ability to strike with so much 
destructive power so suddenly. The job will be to keep from losing 
the war immediately. 

Part of this immediate job will be to produce a great amount of 
transportation for people and things. Because of the speed and in- 
herent flexibility of air transportation, unhindered as it is by terrain 
such as land, oceans, mountains, deserts, rivers, and so forth, air will 
have to be the immediate logistic support when we strike back. 

3. The Civil Reserve Air Fleet: The Civil Reserve Air Fleet 
plan, as most of you probably know, is a complete operating plan. 
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Under its terms, 368 commercially owned 4-engine transports (about 
300 of which are owned by the scheduled airlines) have been made 
available for military support operations within 48 hours after dec- 
laration of a national emergency. 

These transports are backed up with the crews to operate them— 
both in the air and on the ground; adequate maintenance facilities 
and personnel; and spare parts and supplies which have been procured 
and stockpiled along the routes. 

As part of the CRAF plan a national policy was established in 
1952 under the terms of which all suitable aircraft coming off the 
production lines and purchased by the airlines carry certain modifica- 
tions which are necessary only for the military support operation. 

As a result of this policy we now have in our fleets approximately 
600 airplanes which have been modified even though only about 300 
of them are currently assigned to the Civil Reserve Air Fleet. 

IFurthermore, by 1961, we anticipate our lift capability will be 
Spee ey four times that presently assigned to CRAF. (See 

xhibit No. 7—National Defense—CRAF and Annual Ton-Miles 
Available to CRAF.) 

The Civil Reserve Air Fleet Plan makes it possible and logical to 
maintain the second item of national policy I wish to mention. That 
is the present Air Force policy of depending upon the scheduled air- 
lines for the normal or off-the-shelf jet-air-transport capability. Sec- 
retary of the Air Force James H. Douglas said that: 

We have not ordered any turbojet transport aircraft for the Military Air 
Transport Service such as the airlines have on order in large number, and which 
we count on the airlines making a part of the Civil Reserve Air Fleet. 

This policy right now means that the Air Force is relieved of an 
immediate capital outlay of over a billion dollars—a billion dollars 
which can be used for other pressing combat readiness needs. The 
Air Force is, of course, procuring specialized turboprop transport air- 
craft such as the C-133. This policy was recently reinforced when 
the airlines unanimously urged that the CRAF plan be activated if 
needed in brush-fire or Korea-type operations as well as all out war. 

In an unusual move, the Defense Department has intervened in the 
CAB fare proceeding. The Department states that it— 

“recognizes as a matter of the greatest urgency the necessity for maintaining a 
strong, modern and economically sound air carrier industry to meet the require- 
ments of national defense during peace time and national emergencies.” 

Modern, vigorous, and responsive transportation systems are a vital part of 
this nation’s defense capability— 
says Maj. Gen. Reginald C. Harmon, Judge Advocate General of the 
Air Force, in a statement filed with the CAB. 

He states that— 
the Department of Defense is much concerned with the continued development 
of the air carrier industry and its financial ability to acquire and operate modern 
equipment on a continuing basis. 


Technological advances in weapons and new mobility of force concepts have 
created a requirement for comparable support systems— 


he points ount— 
and necessitates an increasing reliance on air transportation. 


The Department maintains a nucleus military air fleet, primarily to 
meet those minimum intercontinental airlift requirements upon which 
the success of initial combat operations depends, he reports. “How- 
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ever,” he says, “current war plans place major reliance on the air car- 
rier industry.” 

Of course, the Government should not compete with private indus- 
try and should, in fact, support the expansion of the Nation’s civil 
airlift capability. In spite of the fact the Congress and the execu- 
tive branch have repeatedly confirmed the national policy of not com- 
peting with industry, the Department of Defense continues to have 
the exact opposite policy with respect to international air transport 
requirements Department of Defense international traffic is offered to 
the Military Air Transport Service first and we move that which 
MATS cannot handle. 

The Department of Defense has built MATS into the world’s largest 
airline, equal in operating scope to the five largest United States- 
flag commercial carriers combined. An estimate made to the House 
Government Operations Committee set $300 million as the first year’s 
revenues to MATS for overseas operations alone, effective with the 
activation of the Industrial Funding Plan. 

This Defense Department policy has the effect of reducing the 
total capability of the civil industry, prevents additional moderniza- 
tion of the combined military and .civil capability and results in sub- 
stantial increased costs to the taxpayer. 

We need more of a joint effort in partnership to solve the air trans- 
port problems and on this the Air Force and industry are making 
progress. Air transportation is our business and we want to help 
In every way to solve the military air transportation problems. 

We hope to explore this further, during this session, when we will 
appear before a special Subcommittee of the Interstate and Foreign 
Commerce Committee created to study this matter of MATS. 


C. THE PROGRESS OF THE AIRLINE FROM SUBSIDY TO SELF-SUFFICIENCY 


A good many of the remedial proposals of the railroads inevitably 
suggest impairment and harassment to other forms of transportation, 
when their suggestions for so-called constructive action disregard, on 
the one hand, the public aids made available to them—quite prop- 
erly—when they were young and ambitious and, on the other hand, 
when they distort facts to show that either public aids should never 
have been made available to other forms of transportation, or that 
other forms of transportation have not, in some measurable respects, 
paid their way. 

We would intend now to dispel some of the misconceptions suggested 
by the railroads. More important, we will discuss, in accordance 
with our previous recitation of the proper yardsticks of Government 
performance, the extent to which performance to date has tended to 
advance or retard the progress of the air transport industry. 

In some trouble areas, the airline industry may recommend legis- 
lative help; on other points we will suggest legislative counsel. But, 
in most respects, our problems can be solved, or averted before they 
become problems, by a more distinct understanding by those agencies 
and departments, concerned with civil aviation, of their affirmative 
responsibilities for good and their statutory responsibilities to correct 
civil, or act to prevent its occurrence. 

1. The nature of subsidy: Let us, at the outset, set the record 
straight on subsidy—what it is; who gets it; the purpose for which it 
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has been and is made available; its necessity or the lack of it; and 
essentially whether, as some individuals suggest, it constitutes a gift. 

This discussion becomes important because it has been suggested— 

articularly by the railroads—more impliedly than explicitly, that 

orms of transportation, other than- the railroads, have enjoyed sub- 
sidy payments in one form or another, either out of balance with 
payments made to the railroads or by payments unconscionably made 
to other forms of transportation. 

Here again we must underwrite our thesis that this is no argument 
to assuage a “deteriorating railroad situation.” Again, if it were, 
these veiled accusations are scarcely a conclusive method of either 
acknowledging the importance of subsidies in American economic 
— or the extent to which the railroads themselves have been 

neficiaries of extensive Government largesse, important and vital 
in their period of growth. 

In 1954, the Committee on Agriculture of the House of Repre- 
sentatives summarized the use of subsidies which had been, as they 
phrased it: 


To advance the aims and purpose of Government since the First Congress to 
the present time. F 


In that brief report it was stated : 


The subsidy is the oldest economic principle written in the laws of the United 
States. It has been used from time to time since the inception of this Government 
to influence the direction of economic development:and to moderate the impact 
of the normal workings of supply and demand. The principle has been employed 
to promote science, the arts, research, and for other Government aims, and 
purposes. It can be said, however, that subsidy is not new, but is as old as our 
Government; and its dispensation has been confined to no segment of the 
economy nor to any group of people in the social structure. 

2. The uses of subsidy: Our country has profited handsomely from 
its various programs of financial support to infant industry in the 
public interest. In fact, Federal aid is the oldest economic principal 
written in the laws of the United States—to support objectives that 
are deemed to be in the national interest. When the first Congress 
convened in 1789, its first act was to devise a system for administering 
oaths. Its second order of business was the enactment of a tariff bill 
to encourage the buildup of an American merchant marine fleet. The 
development of our inland waterways was given impetus when, in the 
years from 1827 to 1866, some 6 million acres of public land were 
turned over to private enterprise to encourage canal-building and 
river improvements. 

Between 1850 and 1871, the Federal and various State governments 

anted 176 million acres of land to the railroads and an empire was 

uilt. 

It was airmail support that helped bring the trunk airline industry 
to its present position of self-sufficiency and today America has the 
most efficient and competitive airline system in the world. 

It is impossible to place a monetary value on the dividends the Na- 
tion has received for its early investment in transportation. But I 
can say this: Transportation has been in large part responsible for 
the phenomenal growth and prosperity of America and her victories 
in time of war. 

The trunklines today and most of the international carriers do not 
receive any subsidy. The majority of the public service revenue is 
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provided to guarantee that smaller communities receive the benefit 
of air transport service. Of the more than 500 communities that re- 
ceive scheduled airline service more than half receive their only air 
service from the 13 local service airlines, 

In establishing the local airlines, the Civil Aeronautics Board could 
not, of course, certificate every town and hamlet that wanted service. 
As a guardian of public funds, the Board had to have some measure of 
assurance that a city not only needed airline service but also possessed 
the potential and progressive spirit eventually to pay its own way. 
In deciding that a new group of airlines should be created to round 
out the Nation’s transportation.system, the Board had this to say: 

In view of the limited «traffic. potentialities of points on the new system, an 
unusual effort will be required to develop the maximum traflic. Greater effort 
and the exercise of managerial ingenuity may be expected from an independent 
local operator whose continuation in the air transportation business will be 
dependent upon the successful development of traffic on the routes and the op- 
eration of the service on an adequate and economical basis. 

The amazing growth of the local airlines and their outstanding 
performance of public service have proved the wisdom of the Board’s 
action. 

The Congress became so thoroughly convinced of the benefits that 
air transportation brought to the smaller cities, that in 1955 it de- 
clared that the local airline routes be made permanent, thus ending the 
uncertainty that accompanied the temporary short-term certificates of 
operation. 

Throughout this decade of local service, the public has been the sole 
beneficiary; certainly not the management and employees who have 
invested their talents and energy, not the stockholders who have in- 
vested their funds. 

3. The cost of airline subsidy: As a matter of fact the total subsidy 
price tag for the domestic trunklines from 1939 to date and for the local 
service airlines from their origin in 1946 through their contemplated 
requirements for subsidy in 1958 total $432 million. 

he 20-year total subsidy of $482 million may appear to be a sub- 
stantial sum, and yet it is only 4.1 percent of the total revenues earned 
by the domestic air carriers since 1938. This total subsidy figure is 
only a little bit more than 40 percent of the military standby value of 
the CRAF fleei, presently in being, maintained and operated by the 
domestic airlines. It is interesting to note also that the total 20-year 
subsidy figure for the domestic carrier is smaller than the ship con- 
struction and operating differential subsidies for our maritime fleet 
for the last 3 years. 

This is the subsidy figure and does not reflect payments that were 
made to the airlines on a compensatory basis for airmail carried with 
a priority or for any 3-cent mail carried in connection with the first- 
class mail experimental mail program. There are those who contend 
that there is an element of subsidy in compensatory mail rates. 

These contentions are without foundation and purposely disregard 
proceedings in which an economy-minded post office is an active and 
aggressive adversary to the position of the airlines. 

Those who would further prevent the airlines’ growth by the use 
of unreasonable finnancial obstacles refer casually and without docu- 
mentation to the “enormous” subsidies to airlines as reflected in air- 
ports which are made available. 
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4. Airport rentals and landing fees: The airlines have been paying 
not only landing fees but also substantial rentals for flying into air- 
ports and using the facilities at the airports. 

From 1946 to 1958 landing fees have increased enormously. At 
one large city as an example they have gone up from 4.4 cents to 16 
cents: per 1,000 pounds for landing; at a medium-size city from 3.3 
cents to 8.8 cents, and at a small city, of the type served by local service 
earriers, from 3.3 cents to 9.4 cents. 

In the first 9 months of 1957, the domestic trunkline and local service 
carriers paid over $10 million in landing fees which would spell out 
to annual payments, during the year, of about $14 million. 

Added to this is the estimated additional $10 million representing 
rental payments made by the airlines during the same year. And this 
is estimated on the conservative side. 

It is interesting to note that the $24 million figure of rentals and 
landing fees is about equal to the net profit of the industry during the 
same year. 

5. The economic benefits of an airport to a community: However, 
this is the negative side of the story on which we would offer affirma- 
tive- evidence of “paying our way.” There are definite economic 
benefits to be derived from the very existence of an airport in a com- 
munity. 

Some years ago the industry commenced an independent research 
study which supports with evidence its title: The Value of an Airport 
as a Community Asset. 

The economic benefits need only to be listed to be appreciated : The 
attraction of new industry; additional employment not only directly 
by the airlines but with allied industries including, but not limited to, 
airport concessions; the appreciation of adjacent property values; 
the extension of local industry into more areas resulting from in- 
creased accessibility; the availability of airmail service; and the sav- 
ing in time created by the availability of an airport which reflects 
itself in efficiency and the conservation of business energy and invest- 
ment. 

A specific example is evident in response to the New Orleans Avia- 
tion Board for bids on a restaurant concession in its new terminal 
building. The successful bidder guaranteed, for a 14-year period, a 
total of $5,750,00 which would retire the city’s entire investment in the 
terminal. 

An outstanding example of the economic effect of air travel as it 
relates to airports and the community is Dade County in south Miami. 
The Miami International Airport provides nearly 20 percent of the 
employment in Dade County. It is the principal gateway to Dade 
County’s $250 million tourist business. 

Its total value of about one-fourth billion dollars has been almost 
entirely paid for by airport revenues. Four of the principal airlines 
using the airport have paid better than $135 million for their facilities 
and have committed themselves for greater future outlays of capital, 
not only for facilities but also for promotion. 

A few additional figures will demonstrate that which is true for 
south Florida, as it is in other important metropolitan air centers— 
that there is no element of subsidy in the relationship between the 
airport and the airline. 
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Airline advertising, in an amount of more than $5 million each year, 
was used to develop Florida summer business, As a result of this 
airline ingenuity, more than 660,000 summer tourist passengers were 
were flown to Dade County in 1956. 

The airlines with their huge maintenance facilities, payrolls, and 
purchases, allied manufacturing groups serving the airports, and the 
air tourist travel industry contributed more than $300 million to the 
Dade County economy alone in 1956. 

Of the 275,000 people employed in Dade County, 50,000 bread- 
winners, representing about 200,000 persons, owed their jobs directly 
and indirectly to the aviation industry and received in the same year 
$75 million in salaries and wages. 

The test today, with regard to public aids, as it has always been, is 
whether the expenditure is in the public interest. Is the public etting 
its money’s worth from the public dollars which are being spent? This 
is true whether the expenditure takes the form of gifts, loans, or land 
grants to railroads; advancements on highway construction costs; 
provision of airway facilities; weather forecasts for farmers, travel- 
ers, shippers; subsidies to agricultural interests; aids in merchant 
marine construction; or the construction of hospitals or schools in one 
State from money collected in another. 

Whatever the form of public aid, the test always has been and always 
should be whether, overall, it is a good thing to do. 

Clearly, the expenditures on aviation have been wise ones and the 
Nation has profited from them. In addition, the trend is either self- 
sufficiency or profitability. 


D. THE IMPACT OF FEDERAL REGULATION ON CIVIL AVIATION 


As you know, many Federal agencies affect the economic health of 
the airlines. The Civil Aeronautics Board, the Civil Aeronautics 
Administration, the Airways Modernization Board, the Department 
of Defense, the State Department, along with other agencies have a 
major influence. 

hese agencies, ofttimes operate independently and without regard 
to each other’s policies so far as the airlines are concerned. This means 
a number of major problem areas which could hamper or seriously 
damage airline growth are effected by Federal policy. 


E. THE PROBLEM OF AIR TRAFFIC CONTROL AND USER CHARGES 


It is unnecessary to say to a sophisticated Senate group such as 
your own that we need a better system of air traffic control. You 
not only know this but you have recognized this vital requirement 
for the jet age in your own recommendations for legislative action. 

You know, as well as the industry that uses it, that today’s system 
is safe but inadequate. Given fair weather and cloudless skies, our 
planes operate regularly and conveniently. Given a bad break in 
the weather, the system slows up to the point of inconvenience to 
the passenger and considerable expense to the airlines. 

Fortunately, the Government has recognized its problems in ap- 

reciating that the inadequacies of today’s system suggests a hope- 
essness for tomorrow—unless something 1s done fast. 
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To this end, the Airways Modernization Board has been created to 
up research and planning to the ultimate end that our naviga- 
tion and traffic control facilities will be ready for the jet age. 

All of this will cost money and, here again, we have recognized and 
are prepared to accept our financial responsibilities in paying for 
these modern and more expensive facilities. 

The airline industry believes that the principle of payments for 
the use of such federally furnished facilities is a sound one. The Air 
Transport Association’s board of directors approved this principle in 
a statement of policy 7 years ago. 

* * * the ultimate aim in all forms of transport should be that user charges 
be paid by all classes of domestic transport facility users sufficient to cover 
their fair share of the cost of building and maintaining the Federal facilities 
which they need to use. 

In the case of domestic air transport * * * transport it is felt that in a 
country made strong by the principles of independence and self-reliance, national 
policy should clearly be aimed at the ultimate payment of user charges suffi- 
cient to cover the user’s fair share of building and maintaining the Govern- 
ment facilities they need to use. 

We have been paying our fair share, as will be noted, and propose 
to continue to do so. We reject any Government proposal to establish 
hard and fast rules now in view of the many uncertanities which exist. 
Any such program defies the realistic appraisals which will have to be 
made in the future. 

The Airways Modernization Board has just recently begun its work. 
What the end result will be is not known. Relative future use of the 
airways system is certain to change. Although air-carrier traffic is 
sure to increase, its increase is not anticipated to increase as fast as 
that of other civil users. 

Large numbers of commercial jet aircraft will soon be flying. Their 
traffic control requirements and demand upon the future airways can- 
not be finally determined until some actual experience has been ac- 
quired over commercial routes. 

These factors make today’s estimates of future cost and any pres- 
ently devised methods of allocating that cost very speculative. 

In addition, the airways system has unique characteristics which 
make the development of a user charge program more complicated 
than in virtually any other field. Although much study has already 
been given, there remains a need for extensive future study of several 
of the issues and problems involved. Some of these involve: 

1. Accurate measures of use of certain of the airways facilities have 
not been developed. 

2. The fact that the Government itself is now the largest direct user 
of en route intercity airways, and the second largest user of terminal 
airways facilities. 

3. The importance of general public benefit from the promotion of 
flight safety which is inseparably related to airways facilities. 

4, The relation of the national policy for promotion of civil avia- 
tion development to policy for user charges. 

5. The unique value the military receives for its position as first pri- 
ority of the system in the interest of the national defense. 

An allocation must be made giving recognition and effect to the 
unique role of the military department in the policy determinations 
regarding equipment and its installation and in the use of the system. 

This condition we have described as extraordinary military need 
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and priority. This term should not be confused with military standby 
value. Standby connotes a value that would be realized in the event 
of a military emergency—a shooting war. This term is much too 
broad—practically anything could be considered to have a standby 
military value. 

“Extraordinary need and priority” can be described as the demands 
and priorities upon the system exercised by military aviation. These 
are over and above those exercised in normal day-to-day use by all 
users on a first-come, first-served basis. 

To put it another way, they are the type of demands and priorities 
that make the military a first-class user and all others, second-class 
users of the airways. 

It is a condition unique to the Federal airways system. Military 
traffic on the Nation’s railroads moves, for the most part, in privately 
owned railroad equipment and in the normal flow of traffic. 

Similarly on the highways, and waterways the military are not 
major users of the facilities and the use they do make can be satisfied 
on a first-come, first-served basis without priority. 

However, the military agencies, because of the operation of large 
numbers of aircraft and their substantial use of the airways and be- 
cause of overriding considerations of national defense, have a decisive 
and sometimes veto voice in the establishment and operation of the 
airways. 

A voice much greater than could be substantiated on the basis of 
the actual physical use of the airways. 

A special allowance is therefore needed for this “extraordinary 
military need and priority.” Allocations based on actual use counts do 
not adequately reflect it. 

The “extraordinary military need and priority” is related to three 
demonstrable defense or security usages : 

1. That the use of the airways and their control is determined essen- 
tially by the military. 

2. That the military can, does, and should, secure restrictions on 
airspace which, however, result in service interruptions to commercial] 
operations and create burdensome and expensive circuitous routings; 

3. And that the operation of military aircraft result in other inci- 
dents causing delays for periods of time resulting in expense and in- 
convenience to the commercial carriers. 

The actual military use of the system is very great. As James Pyle, 
Civil Aeronautics Administrator, has testified to Congress, the mili- 
tary use is “about 45 percent of the total load on the Federal airways 
system.” 

Paramount, however, is that insofar as the airline industry is con- 
cerned, our proposal for a formula to cover our commitments should 
dispel any suggestion that there will be any subsidy element in the 
Federal airways program. Sn hates 

During 1957, the scheduled air carriers paid about $25 million in 
fuel taxes at the 2-cent a gallon rate, or 25 percent of the total cost of 
the airways. It will continue so in the future despite the increase in 
the cost of system equipment and operations. 

Airline fuel consumption has been increasing at a rate of approxi- 
mately 15 percent each year, faster actually than the traffic carried, 
and with the inclusion of jet fuel will increase even more rapidly. 
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In 1952, the first year of taxation at the 2-cent rate, the airlines paid 
$11,823,000 in taxes compared to the $25 million for 1957. 

We estimate that the user charges paid to the Government through 
fuel taxation will amount to $54,660,000 in 1962. This is 150 percent 
more than the total net profits of the domestic industry in 1957 and 
86 percent of the best profit year the industry has had, 1955. We be- 
lieve that this will be at least an adequate payment for our fair share 
of system costs in 1962. 


F. THE PROBLEM OF INTERNATIONAL AIR AGREEMENTS AND FOREIGN 
AIRLINE OPERATIONS 


An element of the growth of United States civil airpower includes 
the continuing development of a strong system of international air 
transportation. We know, through the foresighted commitments 
which have been made for jet equipment, that we will have a strong 
aircraft fleet flying the flag of the United States. 

The system which has been developed by certification for our United 
States international carriers is essentially a good system. Unfortu- 
nately, competition by foreign carriers has not been provided on the 
same basis that has characterized the development of our domestic 
system. 

Cibiskied the unassailable truth that the world has grown smaller, we 
have had to recognize the necessity on a diplomatic and political basis 
to exchange air routes with other countries. 

From the outset, we have been among the two most active countries 
in the exchange of international air transport rights and, indeed, for 
some years the leader in an effort to exchange such rights on a multi- 
lateral basis. 

Unfortunately, we have failed to realize that in addition to the 
diplomatic and political considerations there is at least an equally 
Be one, that is, the economic consideration. 

he full Senate Committee on Interstate and Foreign Commerce 
enunciated its position on this, among other matters, in April of 1956. 

Nothing has occurred to suggest that the studied considerations of 
this committee were in any respects in error. 

On page 10 of your report, you underscored— 
the complexity of (international) route considerations and of the necessity of 


United States negotiators to be aware of the competitive considerations involved 
in route exchanges concerning our international negotiations. 


The report contained these impressive conclusions: 


The complexity of route considerations, among others, involved in the negotia- 
tion of a bilateral air transport agreement underscore the importance, it seems 
to us, of continuing United States carrier participation at every stage of United 
States negotiations with foreign governments. Generally speaking, a foreign 
government is speaking for only one nationally owned carrier. Our Government 
represents competitive considerations. 

From the airlines’ point of view a duplication of routes by a foreign airline 
can be as serious to commercial interests as duplication by a domestic airline. 
In the latter case, the Civil Aeronautics Act of 1938 gives them extensive and 
adequate opportunities to object. Thus, before an American-flag carrier is au- 
thorized to operate a route previously awarded to another American-flag opera- 
tor, an application must be filed under section 401 of the Civil Aeronautics Act. 
Hearings are held; tentative reports must be filed; and oral argument is per- 
mitted before the Board. All of these precautions are taken to protect the 
interests of an existing American operator when his route may be duplicated 
by another American operator. 
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When a foreign airline is given, in effect, permission to duplicate the existing 
route of an American airline, similar rights are invaded but the opportunity 
to object and to oppose is more limited * * * The need for safeguards is there- 
fore imperative and since other negotiations are now in progress, the need is 
pressing. 

It seems plainly unnecessary for our diplomats to trade away routes 
of far greater economic value than those obtained. They would be 
more successful in maintaining an international competitive balance 
and protecting the position of United States carriers if they concen- 
trated on economic considerations at the bargaining table. 

These considerations are preeminently important right now. We 
face the renegotiation of more than a dozen international air transport 
agreements of great importance to our international carriers. 

The most important negotiation confronting the United States in- 
volves the manifest intention of the Russians to bargain for reciprocal 
air rights. It is time for the State Department and the Civil Aero- 
nautics Board to read well and carefully the conclusions and recom- 
mendations contained in your 1956 report and, thereafter, to reassess 
their methods and techniques. 

If they do not, we then will suffer the effects of government action 
which at one and the same time will lessen the financial strength of 
our international carriers, lead to a weakening of our international 
air position, and deter the impact of successful international flag 
operations as a stimulus to our economy. 

In addition, every route grant to a foreign carrier, providing service 
to points within the continental United States, across the country, or 
over the Polar routes, represents a serious diversion to the traffic 
carried by and belonging to our United States domestic trunklines. 

We also suggest legislation making it mandatory for agencies of 
the United States government to use United States flag airlines for 
the travel and shipping needs of this Government. 

The American merchant marine has received this proper protec- 
tion for many years. The Comptroller General has, on at least two 
occasions, recommended that United States flag airlines be covered by 
thissame policy. We heartily concur. 


G. THE PROBLEM OF THE FINANCIAL STATUS OF THE AIRLINES 


Everyone seems to recognize the importance of the jet age. The 
Russians are launching civil jets; the Department of Defense wants 
the airlines to purchase jets so as to permit them to spend the billions 
that would be used for such purposes for guided missiles; and the 
public, which has always responded enthusiastically to major equip- 
ment improvements, wants jets. 

In view of the obvious economic squeeze to which the airlines have 
been subjected, the situation becomes parlous unless some affirmative 
action is taken to provide satisfactory Government responses which 
will meet our requirements. Will the Government take the appro- 
priate action to provide the industry with the financial strength and 
stability so that the necessary jet commitment will be met ? 

Well, where do we stand today? First, let’s see again what is re- 
quired. ‘The domestic trunk airlines have on order for delivery in the 
next 4 or 5 years about 350 jets—both pure jets and prop-jets. The 
cost of the aircraft for the initial stage of the jet age is about $13, 
billion; special ground facilities will cost another $250 million. In 
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short, the price for the initial stage of the jet era is about $2 billion. 

Now, these figures vary from day to day, so don’t hold fast to that 
and please consider it conservative. (See exhibit No. 8—Jet invest- 
ment is four times cost of present flight property. ) 

Where is this money to come from? Existing loan commitments, 
cash throwoff from depreciation and equipment purchase deposits 
amount to $1.4 billion. This leaves what has been termed the $600 
million gap. 

It was originally assumed that about $165 million would come from 
retained earnings. However, this was based on 1956 earnings, $57,- 
712,000 after taxes and interest, and received a setback when 1957 
apparently produced a net of only about $25 million based on our 
preliminary figures. 

Capital gains from the sale of equipment, as the jets were intro- 
duced into service, was expected to produce $191 million. This figure 
also now appears to have been somewhat high, and, under any cir- 
cumstances, problematical. 

More than that, the gap itself may expand. This could happen if 
the carriers run into difficulty in drawing down the full amount of 
loan commitments because of qualifying conditions contained in the 
debt arrangements. Also, the carriers have not completed their jet 
purchases. So, the total commitment may increase. 

It is clear that the airlines need to attract substantial new invest- 
ment. It is also obvious that this will depend on increased earnings. 

Since more investment is required, what is the earning record of 
the domestic truck airlines? This record can be summarized briefly 
and accurately as growth in revenues without a corresponding growth 
in the profit. The airlines, as you have seen, have in fact been forced 
to fly faster and faster, just to remain in one place. In 1957, even 
that stationary position became untenable. 

Those figures show you pretty much tell the story—a steadily de- 
clining net in spite of a steadily increasing gross. As a result, for the 
last seven quarters the operating income and net profit of the domestic 
trunkline industry has, in each quarter, fallen below the same quarter 
of the preceding year. 

All a atneiey in this country have faced the problem of increasing 
costs. However, few have had the additional handicap of a Govern- 
ment-imposed price ceiling on the things they sell. 

The airline profit squeeze, with inflation forcing costs up and the 
Government holding fares down, would be serious under any cir- 
cumstances. Its effect now is to impose an additional risk of forcing 
the trunklines back toward subsidy or at least to a consideration of 
reduction in the quality and quantity of service. However, it be- 
comes critical because of the heavy financial commitments the airlines 
are making for new and improved equipment. 

How did all this happen? What are the figures that support this 
story and suggest that the problems have been external in nature 
and not due to any lack of efficiency or economy in the airlines oper- 
ations? First of all, everything the airlines do or buy costs more 
money now than they did at any comparable period in airline history. 
The upward trend is relentless and unceasing. 

Let’s look at the way in which these costs have risen over recent 


years. We are paying more for the basic tool of our business—the 
airplane. The DC-3 of 1938 cost $125,000. Steadily but certainly 
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we moved into the purchase of jets at better than $5 million per 


i 

onsumer costs have all gone up. Since 1938 the overall cost of 
living is up 98 percent. While we have maintained our fare level at 
substantially the 1938 figures—even with the interim fare increases— 
the price of bus tickets has gone up 37 percent, first-class rail up 46 
percent since 1938, and rail Freight rates have increased 107.7 percent 
since June of 1946. 

Everything the American housewife and her husband buy has gone 
up: food is up 129 percent; automobiles have risen 137 percent; iron 
and steel have spiraled by 148 percent, and brick homes by 172 percent. 

The airlines are faced with ever-mounting costs for the things that 
we buy. Since 1947, our operating costs have gone up sharply as 
contrasted with an increase of 22 percent in consumer prices and 28 
percent in industrials. Aviation fuel has risen 41 percent since 1947; 
and maintenance material and salaries 48 percent, and 78 percent, 
respectively. (See Exhibit No. 9: Prices Have Skyrocketed Since 
1938 and Airline Operating Costs Have Risen Faster Than Prices 
Generally. ) 

Our productivity has admittedly increased and improved. How- 
ever, we have been caught in the vise of static yield and increased 
operating expenses. (See Exhibit No. 10: Profit or Loss Margin Per 
Revenue Ton-Mile Domestic Trunklines, and Exhibit No. 11: Profit 
or Loss Margin Per Available Ton-Miles Domestic Trunklines.) 

In 1957, for example, the domestic trunklines had a total revenue 
of $1,433,386,000, up 13.5 percent over 1956 and almost double the 
revenue of 1952 when $768,015,000 was grossed. 

However, the net profit after taxes and interest was an entirely 
different story. About $53 million in 1952, and only about $25 million 
in 1957. Almost twice as much business done for less than half the 
profit. (See Exhibit No. 12: The Trunk Airlines Did Nearly Twice 
as Much Business in 1957 as in 1952 but the Net Profit was Less Than 
Half. 

The profit margin, or net profit after interest and taxes as percent 
of operating revenues, was 1.57 percent in 1957, compared to 7 per- 
cent in 1952. The return on average investment or net profit after 
taxes and before interest as percent of average yearly net worth, plus 
long-term debt was 3.9 percent in 1957, compared to 14.1 percent in 
1952. The operating profit margin was 5.41 cents per available ton- 
mile for the year 1951 and slipped to 0.8 cent in 1957. Operating 
margin per revenue ton-mile was 8.86 cents for the year 1951, as com- 
pared to 1.5 cents for the year 1957. (See Exhibit No. 13: Trunk 
Airline Revenues Have Gone Up and Up but the Profit Margin Per 
Dollar of Sales Has Gone Down.) 

And surprisingly enough, when you compare the percentage of net 
income for the domestic trunklines with the rails, as well as other 
utilities, you find a sorry result, considering the general acknowledg- 
ment of the dynamic nature of air transportation. (See Exhibit No. 
14: Net Income After Taxes as Percent of Operating Revenues of 
Various Industries.) 

The situation becomes even more serious as we face ahead into the 
jet age. We have demonstrated that there is not only a requirement 
for jets for purposes of commerce but also in the interest of national 
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defense. Accordingly, it is a justifiably accepted fact that the equip- 
ment has been ordered and the financing must be provided. ’ 

We have talked of our fiscal needs in terms of an inflationary spiral 
which has squeezed us into a position of profitless prosperity in the 
past. There has been nothing happening in our economy to suggest 
that the inflationary spiral has leveled off. On the contrary, not only 
is the cost of living going up but also the particular cost of doing 
business of the airlines. 

The biggest area of airline expense is wages. Only recently an 
airline entered into a new pilot agreement increasing flight pay 35 
percent over present piston-engine levels—up to $27,000 for DC-8 
pilots. Despite our efforts to hold the wage line, we can anticipate 
that other elements of airline employee groups will demand higher 
wage levels. 

This leads back to the question posed earlier—the problem of Fed- 
eral Government policy toward the privately owned, privately man- 
aged airlines. The Civil Aeronautics Board is the particular agency 
involved here. 

As we stated earlier, the Civil Aeronautics Act of 1938 provided 
for the encouragement and development of an air transportation sys- 
tem properly adapted to the present and future needs of the foreign 
and domestic commerce of the United States, of the postal service, 
and of the national defense. 

This was an unusual mandate to give a Government regulatory 
agency, but events since have demonstrated the wisdom of the authors 
of the act. The promotional feature has benefited the public greatly. 
Unfortunately, the Board recently, particularly in its attitude toward 
the level of fares, has apparently forgotten its heritage and has em- 
ployed outmoded rate-regulating concepts more appropriate to monop- 
olistic industries. The air transport industry, as it has grown under 
regulated competition, is clearly a public utility with all the obliga- 
tions and responsibilities that implies. 

However, it is not a monopoly utility in the same sense that the 
telephone, gas, or electric companies are. Yet the CAB determines 
the financial well-being by substantially the same standards, 


H. THE INAPPROPRIATENESS OF TRADITIONAL UTILITY RATEMAKING TO 
JET AIR AGE REQUIREMENTS 


The Board’s administration of its rate regulatory powers is another 
area in which the ponderousness and relative inflexibility of its regu- 
latory machinery has injured the airlines. This can be illustrated by 
a brief review of the background of the recent interim fare increase 


allowed by the Board—an increase granted only after a solid year of 


hard battling by the domestic trunklines, and then, probably too 
little, and possibly too late, 

1, The background of the recent interim fare increase: For a 
good many years, the Board’s sole policy with respect to domestic 
passenger fares seemed to be “hold the line.” Prices of everything 
else went up; prices of the things the airlines buy went up; airline 
wages went up; but the Board would not permit airline fares to 
keep pace. 

As one result, in 1957 the average airline passenger actually paid 
less per mile for his airplane trip that he would have paid in 1938. 
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The airlines, by constant economies and improved operating efficien- 
cies, managed to weather the situation for a long time, and to keep 
on improving and expanding their service to the public. But the 
did so since about 1952, only as profit margins constantly decreased. 

By the end of 1956, however, it had become apparent to many alr- 
line managements the hold-the-line policy threatened disaster for the 
airlines. The trends in the industry were, indeed, alarming, and 
forecast unhealthy profit-and-loss statements for 1957 and later 
years—absent fare relief. 

In order to ameliorate the impending emergency, and foresightedly 
anticipating a general economic downtrend, 7 of the 12 domestic air- 
lines filed tariffs for increased fares. These were filed in February 
1957, to be effective April 1, 1957. They were frankly styled emer- 
gency increases, and were held to a low level—generally, about 6 
percent—to provide stop-gap relief until the Board could complete 
its then scheduled general passenger fare investigation. 

The Board did not permit these fare increases. It suspended the 
tariffs for the maximum of 180 days permitted under the statute, 
during which time it held an oxide investigation—hearings be- 
fore an examiner, briefs and oral argument to the Board, then a 
Board decision. And the Board’s decision was that the emergency 
was not critical enough to warrant departure from its hold-the-line 
policy. On August 6, 1957, it announced it was denying the fare 
increases, and on September 25, 1957, it followed with a formal 
opinion and order rejecting the tariffs. 

The Board announced ass that it would expedite the general pas- 
senger fare investigation, in which the airlines could renew their plea 
for fare relief. And so, in mid-November 1957, the general passenger 
fare case went to hearing—a hearing which is roughly half-finished 
and still going strong. 

By the end of 1957, it was crystal clear that the airlines had been 
right when they pointed to an emergency. They were right when 
they anticipated a tighter squeeze between revenues and expenses. 
They were right when they estimated that the economy’s recessive 
mye would effect airlines. 

reliminary figures indicate that the domestic trunkline industry’s 
net profit for 1957 was barely $22.4 million after taxes—or consider- 
ably less than half the industry’s profit in 1952, although the industry’s 
investment had doubled since 1952. 

It was also crystal clear, by the end of 1957, that the general pas- 
senger fare case was an utterly unsuitable vehicle to assess the indus- 
try’s need for immediate fare relief. The general fare case, being a 
sweeping and comprehensive investigation, simply involved too many 
issues to move very fast. There was doubt—and there still is doubt— 
that it could be fully heard, fully briefed, fully argued, and fully 
decided before some time in 1959. 

So, in January 1958, some airlines courageously filed new tariffs 
again seeking an emergency fare increase. d this time the Board 
finally yielded—but only a little bit. It announced, on January 24, 
1958, that while it would not let the airlines have the fare increases 
the companies thought they needed, it would permit temporary fare 
increases of 4 percent plus $1 per ticket. This is to be effective until 
the general passenger fare case is completed. It compares with air- 
line estimates, as advanced in the general fare case, that they need 
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fare increases on the order of 12 to 17 percent to assume a sound 
financial posture. 

I don’t propose to argue, at this time, the merits of our contention 
that this recent fare relief is too little—although I can assure you 
most airline managements are convinced it is too little. The point I 
want to make at this time is that this long delay—1 entire year from 
the time the airlines first filed for an emergency increase—has been 
very costly to the industry, and may well have done damage that some 
airlines may never be able to repair. 

The Board, in its formal opinion permitting this recent fare in- 
crease, refers several times—and I quote—to the “speedy deteriora- 
tion” of airline earnings in recent months. It talks about the un- 
healthy earnings reported for 1957, and says it expects things to be 
even worse for the airlines in 1958. And it calculates that this fare 
increase will yield the airlines about $41 million a year after taxes. 

Now, let’s see how even this small increase would have helped al- 
leviate the speedy deterioration in airline earnings which the Board 
couldn’t perceive last August but has now discovered. If the Board 
had permitted this same increase—4 percent plus $1—to go into effect 
on the April 1, 1957, date the airlines first proposed last year, it would 
have added about $34 million after taxes to the trunkline industry’s 
earnings for 1957; this would have held their earnings in dollars 
close to the 1956 level. Or, if this increase had been permitted as of 
August 1, 1957—about the time the Board was denying the airlines 
any fare relief—it would still have meant about $12 million after 
taxes for the industry in the rest of 1957. 

The cost of this recent fare increase to the passenger is slight. We 
estimate that, at the increased fare, the average passenger in 1958 
will pay one-tenth of a cent more per mile than the average in 1938— 
or an increase, after 20 years, of 1.9 percent. It is thus apparent that 
what the Board’s dilatoriness in granting fare relief has saved the 
traveling public is, as a practical matter, de minimis. 

The principal impact has been on the airlines, who have been de- 
prived of sorely needed revenues—revenues that could have alleviated 
to some extent the speedy deterioration in earnings of which the Board 
has now at last become aware. Against this background, I submit, 
there is a very clear need for rate regulatory machinery which, under 
the Board’s administration, will be more quickly responsive to the 
economic needs of the airline industry, as well as more realistic in 
appraising these needs. 

When I say we need “more realistic” rate regulation, I use the term 
deliberately so as to point up another phase of the problem. 

There is grave doubt whether the rate regulatory philosophies 
embodied in the Civil Aeronautics Act, and similar regulatory stat- 
utes, and applied by the agencies administering those acts, are realistic, 
either in concept or administration, under present-day conditions. 
Certainly, the airlines’ recent and current frustrating experience indi- 
cates a lack of realism in the Board’s rate regulatory processes. 

And, even more disturbing, it seems probable that the Board’s 
lethargic response to what it terms the “speedy deterioration” in air- 
line earnings is not just an isolated administrative aberration, but is 
symptomatic of a rate regulatory machinery that is fundamentally 
inappropriate, particularly when regulating a highly competitive 
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industry. It is of the utmost importance that prompt, vigorous, and 
sound steps be taken to bring rate regulatory philosophies and mech- 
anisms better into line with present-day competitive conditions. In- 
deed, this is one of the most basic regulatory questions of the day, and 
one which merits searching examination by this committee and other 
thoughtful persons. 

2. The history of rate regulation: To put the problem in perspec- 
tive, let us review briefly the history of rate regulation. This phe- 
nomenon largely grew up in an atmosphere of monopoly. Thus, at 
the time the railroads were brought under rate regulation, they had 
no effective competition in the transportation field. Likewise, even 
today, the electric, gas, water, and telephone utilities are, by and large, 
noncompetitive in the geographic areas particular companies serve. 
Under these circumstances, the role of the rate regulatory authority 
was widely conceived as that of a policeman. It existed essentially 
to make sure that these essentially noncompetitive companies did not 
take advantage of their monopoly positions to exact excessive charges 
for their services. To a great extent, this concept of “policing the 
monopolies” underlies the rate regulatory devices and standards which 
were written into the statutes and developed into precedents by the 
regulatory agencies. 

But, for transportation companies, the former non-competitive sit- 
uation has simply ceased to exist. The railroads have already pointed 
out to you how radically their competitive situation has changed since 
railroad rate regulatory philosophies based on the “police the mono- 
polies” concept hardened into law and precedent. Thus, the railroads 
now compete vigorously with motor trucks, motor busses, pipelines, the 
private automobile, and the airlines. By the same token, the airlines 
face the vigorous competition of the railroads, the motor trucks, the 
motor busses and the private automobile—as well as, in some markets, 
steamships. 

Moreover—and here we are different from the railroads—the air- 
line industry is highly competitive within itself. Today, every domes- 
tic trunkline faces competitive trunklines in its major markets. Be- 
tween New York and Chicago, five trunklines compete; between New 
York and Miami, three trunklines compete; between Washington and 
Los Angeles, three trunklines compete, and so on. There are at least 
two trunklines competing between the 50 pairs of cities which lead the 
list in terms of air passenger traffic volume. 

3. The need for realistic rate regulation: Under these circum- 
stances, the “police the monoply” aspects of rate regulation are largely 
outmoded and archaic, so far as transportation companies are con- 
cerned. Modern technological and economic development has ees 
extensive competition to the transportation companies, and so has 
created a situation in which normal competitive forces would tend to 
keep prices at levels fair to both the carrier and the consumer.. If you 
were starting from scratch, today, it is unlikely that transportation 
regulatory agencies would be given anything like their present powers 
to limit fares and rates; certainly, a transportation rate regulatory 
philosophy developed under today’s conditions would give far greater 
scope to competitive forces, and embody far less of the “police the 
monopoly” concepts. 
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This resurgence of competition and increasing competition in the 
transportation industries has other facets which are also important 
with respect to the rate regulatory function. If the public is to get 
the full benefits of competition, the companies involved must be in a 
position to develop technologically and to take advantage of tech- 
nological developments—to acquire and operate improved equipment, 
to improve the quality of their services to the public; and to increase 
the quantity of their services to the public. This means, in turn, that 
transportation companies generally must be able to attract capital, 
consistent with their reasonable needs, in order to finance needed equip- 
ment. To attract capital, the primary ingredient is the prospect of 
earnings commensurate with those of other companies, regulated and 
more particularly nonregulated, of comparable risk. Unless there is 
the prospect of such earnings, investors will tend to put their capital 
elsewhere. 

In other words, a pinchpenny policy, designed solely or primarily 
to keep rates as low as they can be held without violating the consti- 
tutional prohibition against confiscation, is likely to be in the long run 
a self-defeating policy. It can frustrate technological advance; it can 
frustrate expansion of the services available to the public; it can 
sharply reduce, if not nullify, the benefits that might otherwise flow 
from the competitive situation in the transportation industries. 

Moreover, to the extent that technological improvements tend to 
reduce costs—and they do, in the long run—rate regulatory action 
which curtails the present accessibility of capital to transportation 
companies, and so stifles technological advance, can well mean that 
over a span of years rates are higher than would otherwise be the 
case. And, in terms of other values, it can be even more inimical to 
the public interest. In the case of the airlines, for example, continued 
niggardly rate regulatory action which impairs the ability to finance 
technological improvements can drastically curtail the Nation’s civil 
airpower, weaken, as previously indicated, the national’s position vis- 
a-vis Russia, and afford another instance in which free enterprise ap- 
pears to fail to progress. 

The long and short of this is that under today’s conditions sound 
transportation rate regulatory action must be concerned primarily with 
the end result—with insuring the transportation companies sufficient 
revenues so that they can properly serve the public and the national 
welfare. The primary emphasis must be on the objectives—service to 
the public, in the broadest and most comprehensive sense. Of sec- 
ondary concern should be the preservation of mathematica] formulas 
which purport to measure a “fair” rate but which become, as Clyde 
B. Aitchison, former member of the ICC, has so well stated it, “a 
mere exercise in metaphysics.” 

Or, to use an analogy, the rate regulatory agency should be con- 
cerned principally with the accuracy of its measurement of rates suf- 
ficient to insure the needed service—not with making the rates fit a 
yardstick handed down from cases decided in a different era, under 
different conditions, and perhaps by a different agency. 

There has been, in recent years, a considerable ferment of thought 
as to means of orienting rate regulatory agencies toward sounder end 
results and lesser preoccupation with yardsticks warped by the passage 
of time. The mere fact of conditions—and apparently continuing— 
inflation has, for example, done much to focus attention on the pos- 
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sible ultimate unsoundness of blind adherence to the theory that the 
profit element in utility rates should be based on a fixed return on the 
original cost, less depreciation, of its productive plant, and the further 
theory that the depreciation allowance, covered by the rate, should 
likewise be tied to original cost. These theories, pushed to ther ulti- 
mate conclusions, mean that the regulated company can neither accrue 
funds to replace obsolete or wornout facilities, nor present an earnings 
picture attractive to investors. Consequently, there is strong senti- 
ment in some quarters toward use of a rate base reflecting reproduction 
or replacement cost, or inclusion of an inflation element in the depre- 
ciation allowance, or other measures to realine the regulatory yard- 
stick to measure the impact of inflation. 

Other commentators have directed critical attention to even more 
fundamental inadequacies of regulatory preoccupation ways of meas- 
uring rates instead of with the soundness of the results achieved. 
Thus, Professors Joslin and Miller, in a thoughtful article in the Vir- 
ginia Law Review of November 1957, are highly critical of the wide- 
spread failure of rate regulatory agencies to abandon outmoded yard- 
sticks and place primary emphasis on a sound end result. As they 
point out: 

The basic theory of rates * * * should be predicated on establishing rates 
which will provide that amount of income necessary to provide for the reasonable 
demands of the public utility services in question. 

While the particular solution they suggest is radical and, perhaps, 
not wholly feasible, both it and the article are thought provoking. 
Likewise, former ICC member Aitchison urges what he calls a revenue 
requirement test rather than the unsatisfactory fair return on value 
test. 

This ferment of thought has, to some extent, reached some of the 
rate regulatory agencies. Thus, the ICC in dealing with motor car- 
riers has predicated rates on maintenance of a satisfactory operating 
ratio; that is, ratio of operating expenses to operating revenues, so as 
to provide a sound margin of profit per dollar of sales—even though 
this may, if expressed in terms of percentage return on investment, 
quite high. 

The Federal Power Commission, while a leading exponent of the 
original cost rate base, has given serious consideration to allowance of 
a fair field price rather than use of any investment base in certain areas 
of natural gas rate regulation. 

And Mr. Aitchison thinks the ICC, in rail cases, is gravitating 
toward the revenue requirements rather than the fair value test. 

And, in the General Passenger Fare case, various ideas for more 
realistic rate regulation have been advanced by various of the air 
carrier parties. There has been extensive evidence in support of use 
of an operating ratio approach, either as the primary measure or in 
conjunction with some other method. Various suggestions have been 
made for counteracting the impact of inflation. And there has been 
extensive evidence on various methods of measuring the revenue re- 
quirements of the airlines, particularly the earnings level which should 
enable the industry to attract capital on an economically sound basis. 
There is thus available to the Board, through this record now bein 
taken as well as through the general rate-regulatory literature—suc 
as the articles I have mentioned above—a good many ideas and sug- 
gestions for improved ratemaking philosophies. 
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It is not our intention, at this time, to argue the merits of any of 
these particular proposals for more realistic rate-regulatory patterns. 
The ee place for such argument is, of course, the pleadings, hear- 
ings and ultimately the oral arguments before the Civil Aeronautics 
Board in the General Passenger Fare case. 

But the point to be made at this time is that, despite all the eruption 
of thought as to more realistic rate-regulatory philosophies, the 
Board’s two recent formal passenger fare opinions seem to indicate 
strong predilection for clinging to an established theory, come what 


may. 

tn its opinion of September 25, 1957, denying the carriers’ pleas for 
a 6-percent emergency fare increase, the Board adhered strictly to the 
yardstick it had historically applied to subsidy mail rate cases—an 
8-percent return on an original cost depreciated rate base. One of the 
reasons given for denying fare relief was that, over the 18 years 1939- 
57, the domestic trunklines had averaged a 9.1-percent return, and 
thus satisfied the particular yardstick. 

In its opinion of February 25, 1958, allowing the 4 percent plus $1 
increase, the Board again relied heavily on the rate-of-return-on- 
original-cost approach, although it was now willing to recognize as 
reasonable slightly higher margins—8.9 percent for the 4 largest 
trunklines, and 9.45 percent for the other 8 trunklines—and the Board 
was also able to see that, under the then fare structure, the industry 
was earning far too little. 

We can, at this time, only hope that the emphasis thus placed on this 
particular approach to rate regulation, in the Board’s opinions, does 
not mean the Board’s thinking is irrevocably committed to making 
rates fit these particular formulas, or that the Board feels-that the 
law in some way requires it to use these particular formulas. Our 
hope is that the Board will, as we believe it should, take a completely 
fresh look at the airline industry, as it stands in today’s highly com- 


' petitive transportation picture, and will not continue to be bound by 


its past precedents. 

But it must be recognized that there is a strong tendency toward 
regulatory inertia in matters of this kind. We must also recognize 
that the law of rate regulation has become encrusted with generations 
of interpretations and precedents that tend to freeze regulatory think- 
ing into continued worship of past yardsticks, whether or not they 
accurately measure the results needed today. 

Against this background, we believe that one of the great services 
this committee could render would be to undertake a searching review 
of the transportation rate regulatory philosophies and practices, em- 
bodied in present Federal regulatory acts and as administered by 
the agencies, This would stimulate keen, fresh, hard-headed thinking 
by the agencies as well as the industries involved. We would be 
slemed to participate in such a study as it affects our own industry. 

If it develops from such a review that changes in the statutes are 
needed, such changes should be made. But even if it merely develops 
that the corrective action can be taken by the agencies themselves, 
under existing law, the stimulation and guidance of regulatory re- 
thinking and reanalysis could in itself be a valuable contribution to 
the development of economically sound transportation companies and 
industries, able to render the maximum of service to the public and 
the Nation. 
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CONCLUSION 


We came before you to comment, as was indicated initially on the 
railroad problem. We also accepted the chairman’s invitation to 
suggest certain of our own present and prospective difficulties. 

t is our hope that we have been able to set in a proper perspective 
the proposals made by the railroads as they would affect us, particu- 
larly, and a national transportation policy, generally. 

We hope that we will not be less welcome before this subcommittee 
and the full committee because we have laid our own dilemmas before 
you. Frankly, we believe that you must understand our problems, as 
well as those of the railroads, the truckers, the waterway operators, 
and others, in order to decide properly what legislative treatment to 
give to the problems of any one of us. 

The important consideration is to maintain the entire transporta- 
tion family in sound health. The soundness of the health should be 
sufficient not only until this day, but also in terms of the future de- 
mands which will be made on every segment of the transportation 
economy. 

You will recall that at the outset, we suggested that certain criteria 
determine the proposals of Government policy and the action required 
to implement such policy. 

It is always more difficult to make important decisions in a period 
of national complacency. Insofar as the concept of airpower in the 
United States, we suffer no disability of national complacency today. 
Sputnik shook us out of that state of mind and compelled continued 
and unceasing effort to be better than we ever had been before. 

In the field of commercial aviation we now face a direct challenge 
from the Russians. Any failure on our part to have the best air 
transportation system will be needless because right now we are still, 
in many respects, supreme. 

But we must move forward more quickly because we are being 
pursued more hotly. 

This calls for real courage and forcefulness on the part of those in 
government who are responsible for whether we move forward, stand 
still, or step backward. 

We hope that no one responsible for the advances of civil aviation 

in this country prefers the policy of minimum risk and safety. As 
Professor Kissinger said in his thoughtful work, Nuclear Weapons 
and Foreign Policy: 
A bureaucracy * * * tends to exaggerate the technical complexities of its prob- 
lems. An administrative mechanism has a bias in favor of the status quo, 
however arrived at. Short of an unambiguous catastrophe, the status quo has 
the advantage of familiarity. 

The inclination of bureaucracy is to frustrate a great conception 
by classifying it as “unsound” or “risky.” 

Essentially, sputnik and Aeroflot are “unambiguous catastrophes.” 
We can meet and beat the Russians in the missile field. We can stay 
ahead of them in commercial jet enterprises. 

We've set out three yardsticks during the course of our presenta- 
tion: 

1. Will Government action improve service in the public interest ? 

2. Will this Government action strengthen our international posi- 
tion, particularly today with respect to Russia, since the Soviet is our 
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poneipel competitor, in the world market, for ideas, prestige and 
wer 

ra Will the Government’s action serve to let our free-enterprise 
system act as stimulus to the economy ? 

It seems clear that a fourth should now be added for the three are 
meaningless unless there is an awareness on the part of all Govern- 
ment agencies that robbing the Peter of aviation to pay the Paul of 
some other program will ultimately lead to airline bankruptcy: 

The Government agencies that affect air transportation—the De- 

artment of Defense, the Civil Aeronautics Board, the Airways 

odernization Board, the Department of State, the Department of 
Commerce, the Bureau of the Budget, even the White House itself— 
should realize that they don’t just have an interest in the air transport 
industry, they have a stake in it. 

Unless they realize the extent of their stake, we may realize too late, 
as a recent Life editorial put it— 
that the inexcusable thing is to see United States free enterprise crippled by its 
own Government. For just as surely as Marshal Zhigarov and his friends are 
heading into the jet age, some of our own Washington desk pilots seem intent 
on heading it off. 

Our bet on the jet is the great conception. We can meet the chal- 
lenge. We have before. All the air transport industry needs is the 
freedom to serve—to serve the public, to serve the national defense. 

(The exhibits referred to follow :) 


TABLE 1A.—Domestic intercity passenger miles of common carriers 


[In millions of passenger miles] 

















| 
| Scheduled airlines Railroads 
Year ca ee te ; Bus 
| | | total 
ist class Total Coach | Istclass | Total 
| <a 
457 457 10, 240 7, 354 | 17, 594 18, 800 
| 654 654 11, 180 | 7, 527 18, 707 9, 100 
1, 008 1, 008 12, 538 | 7, 288 | 19, 826 9, 800 
1, 325 1, 325 16, 162 | 9, 166 25, 328 13, 100 
1, 352 1, 352 30,998 | 17,853 48,851 | 20,900 
1, 555 1, 555 58, 012 24, 675 82, 687 25, 500 
2, 161 2, 161 63, 401 26,944 | 90,345 26, 920 
3, 338 3, 338 59, 524 26, 912 86, 436 27, 027 
5, 900 5, 900 39, 119 19, 801 58,920 | 26, 293 
6, 063 6, 063 27,711 12, 261 39, 972 23, 948 
5, 905 5, 910 24, 360 11,015 35, 375 23, 529 





6, 454 6, 705 20, 312 9, 349 29,661 | 22,411 
6, 898 7, 954 17, 473 9, 338 26,811 | 21,254 
9, 223 10, 500 19, 551 10, 226 29,777 | 22,299 
10, 105 12, 461 19, 781 9, 504 20,285 | 21, 223 
10, 970 14, 688 18, 879 7, 950 26,929 | 19, 634 
11, 375 16, 696 17,710 6, 850 24,560 | 16,934 
13, 025 19, 741 17, 329 6, 440 23,769 | 16, 562 
b 14, 202 22, 276 17, 105 6, 275 23,380 | 16, 409 
haptic: deninihipbootnipitinneacasee 19,458 | 116,018 | '25,476 | ! 16, 365 15,349 | 121,714 | ! 16,023 














1 Partly estimated. 
2 Coach service began November 1948, 


Norte.—Rail and bus figures are as reported to ICC. Rail figures include intercity passenger traffic of 
the class 1, 2, and 3 railroads but do not include commutation. Air figures include domestic trunk, local 
service, and helicopter lines, 
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45,943,000 Passengers 


DOMESTIC PASSENGER FORECAST 


(Civil Aeronautics Administration Estimates) 


1965 





1970 





21278—58—pt. 2——-24 
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Exursit No. 8 


JET INVESTMENT Is Four TIMES THE VALUE OF PRESENT FLIGHT PROPERTY 


ene BILLION 
DOLLARS 
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The United States domestic trunk airlines jet transports to be delivered by 1961 
represent an investment of nearly $2 billion—4 times the value of present flight 
property 










PRICES HAVE 
SKYROCKETED SINCE 1938 


Bus Ist Class Processed Cars tron Brick 1.9%* 
Fares Railroad Foods and Homes 
Fares Steel 


*Emergency increase effective Feb. 10, 1958 


AIRLINE OPERATING COSTS 
HAVE RISEN FASTER THAN 
PRICES GENERALLY 


Percent Increase Since 1947 


g 
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General Industrial =! Airline Average 1.9%* 
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TABLE 10A.—Profit or loss margin per revenue ton-mile, domestic trunklines, 
1946-57—4-quarter moving average 


Operating Operating | Profit or loss 

Year ending revenue per | expense per | margin per 
revenue ton- | revenue ton- | revenue ton- 

mile (cents) | mile (cents) | mile (cents) 








BO iiileeacrintuiinceupecisiningentinbaiansseneiededaail 49. 08 44. 65 4. 43 
PD Bsc icccudicncsadccisducasssbaeadbeasaaan 48. 47 46. 00 2. 47 
NE te cititencditiccibitsmddcenaces tee sateen 48. 26 47. 34 - 92 
PEE no cdabindaddicncuadusssisdedacseeaasnedaae 47. 92 48. 78 —. 8 

RU is bciicivic eink ncdedddncataecdiuwiades 47.99 50. 95 —2. 96 
ee ‘chciege bani Aiikendaheacthins eee aadiee 49. 13 52. 40 —3. 27 
September 50. 48 53. 43 —2. 95 
PONIES, 6S ccd ecndecduacscdbdccnccewe 51. 58 54. 64 —3. 06 

RO HS hi i ib edicdecccendicwcssdecndcdiedncdcaaees 52. 86 55. 20 —2. 34 
(: ee... ee ee ees ee ee ee 54. 23 56. 47 —2.24 
NN Sa icicinivc a ccnneinnsadinbcait kieibiaieta 55. 65 58. 34 —2. 69 
ttt bic icon cc cnnitinacc cede aeankaibiiwere 58. 79 58. 49 . 30 

FOND RN ecnrdwitcigiccucnuscwendead sie epenceete 59. 56 58. 04 1. 52 
CN i cE cb ct dinkincioctpsscunddeeteebdadadmeadane 59. 58 56. 51 3.07 
OE iis Sc daiiiniitivecdndiadiecaaet ue akan 59. 34 54. 90 4.44 
PIER oes i cdecawnsdiccenkdccavsdodatbaeebssdinebeces 57. 36 54. 29 3.07 

TOU Re, ode wiccccncscsdacsadeadaabsee eubacdtuadsates 56. 87 53. 89 2. 98 
PIS Rite cndinn dnnccinicdiduccegsadAnksaaecaee 56. 08 52. 83 3. 25 
SONI oo ans 6 iitsicinc nina civmsascacaclginddaccbeh cae am wae oiai mice 55. 24 50. 94 4.30 
OIE oo ois dhe nec cccmeccdasadeedeiadeaacdand 55. 08 48. 51 6. 57 

1951—March-.--__-___-- Larne 54. 87 46.19 8. 68 
June__ Padus 54. 59 45. 60 8. 99 
September-_- 55. 08 45. 82 9. 26 
December - -- 55. 06 46. 20 8. 86 

1952—March.._______- 54. 83 47. 29 7. 54 
FURS... =. ane ; ‘ Saekitedcgwed 55. 00 47.72 7. 28 
September--___--- b staan kins sctap eae qeabecca 54. 80 47. 69 7.11 
IIIS = Sethi ccik asec cin caendihaneeb eect aeneees 54. 67 47. 90 6.77 

1953— March. ------- , wie skadtgtadn nee aa 54. 58 47. 72 6. 86 
a tchienitteho sis S25 in asics deaduccenaee eee 54. 47 47. 54 6. 93 
PINS 6 racist dncsidnsicaharis in ign ghia ccheclieaianemll ecdeas tad tiien 54. 05 47.74 6. 31 
PRE Ee a on ast ais a Setcd ance senda piaemtannee 53. 67 48. 27 5. 40 

1954—March..-___....__- ctu den wdediodco tanlacacuee 53. 38 48. 83 4. 55 
June. : is aitthe « cuain oluiganhs ae Osta cee | 53. 17 48. 91 4. 26 
EN ch oo one cannceaguwn<ceeep caumneinena | 52. 98 48. 56 4.41 
December - -__-- ; cwewstiidwieiiian tie caeaaess 52. 90 47. 52 5. 38 

ea ot ibkédk ticckidrckaamixdanincdn ceases 52. 66 46.75 5.91 
CO tO MRE Bin cccnpockseapcceiaecsacabacksoomedeune 52. 35 46.18 6.17 
DI ccd ciadts tulalaiedrcsicicdeatecc anata 52. 02 45. 73 6. 29 
pS a a ee ibd decided eevee 51. 82 46. 18 5. 64 

TRUE IR 5 aiid ic waceira séemag ied saduaccnhe np eedace 51. 87 46. 31 5. 56 
Oe las te cas ndacdien atis-denc Sean ae 51.90 46. 55 5.35 
i Ba ds la cuir ad a tet lta 51. 68 46. 85 4. 83 
IID 2 otic biicah aspen cerbrcniateaeee ainda tena sal 51. 62 47. 50 4.12 

WOOT Nelo 5. bcc ehecl ccusechsockknee tans aighdecacaal 51. 64 48. 19 3.45 
US JEOEe ocd eh ii nanan Coane ss dotidlint 51. 56 48. 73 2.83 
CONNOR os 8c svt naw acutacaedieeea apcaleticl 51. 38 49. 04 2.34 
December !_ 5 5 Fleas 51. 76 50. 27 1.49 





1In order to maintain comparability with prior years, reported revenue ton-mile figures for 1957 were 
revised by recomputing passenger ton-miles using average weights for corresponding quarters of 1955 and 
1956, rather than 190 pounds per passenger, which was prescribed by the CAB effective Jan. 1, 1957. In 
the first quarters of both 1955 and 1956 the average passenger weight for the trunklines was 195.1 pounds 
and - both of the second quarters the average was 192.7 pounds, and the fourth quarter average was 194.0 
pounds, 


Source: CAB reports on carrier traffic and financial statistics. 
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TABLE 11A.—Profit or loss margin per available ton-mile, domestic trunklines, 
1946-57—4-quarter moving average 


Operating Operating Profit 
revenue per | expense per margin or 
Year ending available available loss per 
ton-mile ton-mile available 
(cents) (cents) ton-mile 
(cents) 


3. 54 
1.75 


+15 





NSSRBSBSBSBSSSSSSHESSRRRESSRESSSSESSSSSSSBSBESES 
BBSBLQSSRSASRSRASHSILSARKASSHASSSSSIRTVSLESSVSeB 
BRRSSSRSS RES SS SSSSSPSSRSRASNNSRRRBBBBSSSSS SSE CSRS 
KRHSRASSRLSLSRYSSSRESSERRKSSAAISASSIL SA RSSRSRRELVSSS 


tet BOBO G9 G0 G0 G0 09 G9 09 BOND ND GO G9 OO ON GO PO 
SRBSBARSRGSKBSSRTSRSSSELSASESAILSSERES 





Source: CAB reports on carrier traffic and financial statistics, 
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The Trunk Airlines did nearly 
twice as much business 

in 1957 as in 1952 

—but the net profit 

was less than half. 
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TRUNK AIRLINE REVENUES HAVE GONE UP AND UP... 
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BUT THE PROFIT MARGIN PER DOLLAR OF SALES HAS GONE DOWN... . 
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TABLE 13A.—Profit margin, domestic trunk airlines, 1952-57 























| | 
Operating | Cents profit 
Year revenues Net profit | per dollar of 
(000) (000) revenue 
citer bharcennst oka honde du babumataibdessanadatenasedrin bie 768, 015 53, 534 7.0 
Pe iddhitnccascudntidinwcoatndansunusiiagionnen’iuadsehenwedahycon 878, 793 48, 380 5.5 
Ne aac cake aaiihces dlp iil edite ants lester Rasalan aa alana a aie 978, 218 51, 490 5.3 
hdas Cnduniadlddtctidniduddacunaicceutiiicmudastanmakaaee 1, 133, 348 63, 013 5.6 
cn thin haere nai aati ta ita etd ath a al 1, 262, 831 57, 712 4.6 
Te een pe ak re eet ween Daren 1 1, 425, 700 122, 400 1.6 











1 Preliminary report. 
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TABLE 14A.—Net income after taxes and charges as percent of operating revenues, 
domestic trunklines compared with selected industries, 1938-57 





{In percent] 
Domestic} ClassI | ClassI | Electric Domestic} ClassI | ClassI | Electric 
Year trunk- rail- motor- utilities Year trunk- rail- motor- | utilities 
lines raods buses lines roads buses 
1938_...- —4.0 —3.5 12.9 24.0 || 1948__.-- —.8 ne 7.6 13.7 
1939_...- 6.4 2.3 14.2 24.6 || 1949_..... 4.1 5.1 5.4 14.9 
1940_.... 6.3 4.4 22.2 19.6 || 1950_..-.- 6.9 8.3 5.0 14.9 
Bccta 5.1 9.3 11.1 17.4 |} 1951_-.-- 7.2 6.7 63 13. 4 
1942..... 13.4 12.1 10.7 15.2 || 1952._..- 7.0 7.9 | 5.6 14.4 
1043. .... 10.9 9.6 11.0 14.5 || 1953_.--- 5.5 8.2 4.4 14.7 
1944. .._- 11.7 y & | 9.4 14.0 1954. ...- 5.3 7.2 3.9 14.5 
1945_...- 7.9 5.1 8.7 14.5 || 1955_..-.- 5.6 | 9.1 | 4.1 14.9 
1946... —3.9 3.8 12.9 16.7 || 1956...-.- 4.6 8.3 | 4.4 14.7 
1947_...- —6.7 5.5 8.7 15.0 | a | 1.6 7.0 24.6 @) 


1 AAR, partly estimated. 
29 months, 1957. 
3 Not available. 


Source: Airlines: Reports to Civil Aeronautics Board; Railways and buses: Interstate Commerce Com- 
mission reports; Electric utilities: Federal Power Commission reports. 
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Mr. Treron. Needless to say, in going through my statement in the 
rapid fashion I will have to, it will be necessary to leave out some 
things that we regard as highly important, but with the statement 
being in the record, I am sure it will receive the attention of the 
committee. 

In approaching the preparation of this testimony before the com- 
mittee, we were guided by the statement that you, Mr. Chairman, made 
at an earlier time in which you said that it is important that all of 
us—in and out of transportation—must raise our sights and develop 
a new attitude, in a spirit of objectivity and selflessness, if we are to 
stop the destruction of a vital part of the transportation system and 
the downward trend of the Nation’s economy. 

That is a good, sound statement and one which, in my opinion, we 
must endorse, because you really can’t take up transportation in seg- 
ments. Transportation is interlaced and interlocked in our economy 
so that the failure of one is likely to result in the failure of all. If 
one goes into Government ownership, it would be difficult for other 
forms of transportation to stay out. 

At the outset I would like to talk about railroad problems in that 
light. We are not experts in railroads, obviously, and consequently 
what we have to say is necessarily based in broad principle rather 
than in detail. 

As I have said, the maintenance of a sound railroad system is of 
tremendous importance not only to the country, but also to the trans- 
portation association of the railroads, the airlines, the trucks, the water 
carriers, all of us, and in approaching the question as to how to meet 
the railroad problem as the railroad witnesses have presented it, there 
are some things, it seems to us, that must be kept in mind. The major 
thing to be kept in mind is that the railroad problem should not be 
approached in the light of doing something to somebody else in order 
to take care of the railroads’ problem. The railroads’ problem must 
be approached affirmatively, and in order to determine the underly- 
ing causes, and the long-term transportation, and the economic trends 
that have brought about the railroad problem, it can’t be dealt with 
by saying that if we deal harshly with the trucks, or harshly with the 
airlines, it will somehow help the railroads. It just won't. 

Now, the trends, it seems to us, that have caused the railroad prob- 
lem, caused problems for all forms of transportation, which seems 
to us to be 3—probably more than that, but we see 3 as being 
major ones. 

First is the enormous development of private transportation in all 
forms of transportation, highway, waterway, air and pipeline. 

Second are basic changes in the nature of distribution in the coun- 
try over the past two decades, longer than that, as a matter of 1 
changes in distribution which have had their impact on all forms o 
transportation. 

Then, of course, the great growth of nonrail common carriers, the 
airlines, the buses, the trucks, all of us that have come in after the 
railroads were fairly well established to provide new and in many 
respects considerably better and improved transportation for the 
people of the country. 

Now, these developments that I have mentioned didn’t arise from 
any active Government regulatory or promotional policy, and they 
can’t be halted by changes in those policies. They are here, they 
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arose out of a desire of people to have that form of transportation, 
and the railroad problem can’t be dealt with except with the full 
recognition of the fact that those forms of transportation, those 
changes which are resulting in the railroad problem, can’t be stopped 
or impaired or substantially changed by changes in governmental 
policy. They are fundamental in the country, and in framing rail- 
road policy and transportation policy, generally, they must be taken 
as eas facts of life around which transportation policy must be 
made. 

In reviewing transportation policy, it has seemed to us that there 
must be guidelines, and in establishing those guidelines and in putting 
them forward, it seems to us that there are ites major guidelines, or 
criteria on which you judge whether a policy is good or not good. 

First is whether the Government action concerned will improve 
service in the public interest. 

Second, whether this Government action will strengthen our interna- 
tional position, particularly today with respect to Russia, since the 
Soviet is our principal competitor. 

Third, will the Government’s action serve to let our free-enterprise 
system act as a stimulus to the economy. 

The basic question underlying all these, it seems to us, is whether 
the action governed by those criteria will provide financial strength 
and stability sufficient to accomplish these objectives. 

Now, one of the economic facts of life that has manifested. itself 
through private carriage is something that both the railroads and 
ourselves and the buses must take into account, and must recognize 
not only in developing our service, but in making our plans for 
service, not only our capacity but the kind of service we provide, and 
that is the tendency of the common-carrier passenger market to 
shrink, to descend and to level off. 

I would like to show you chart No. 1. I would like to show the 
committee what has happened in the last few years. We must un- 
derstand at the outset 89 percent of all intercity traffic moves by 
private carrier, the automobile. This is the rest of it, and the 11 
percent is represented there. Note the very high volume in 1947, 
descending sharply to 1950, then a peak during the Korean war, but 
each one of the forms of transportation other than the airlines have 
been getting a slightly decreased share of that common-carrier market. 

Senator Smatuers. You say decreased or increased ? 

Mr, Tipron. A slightly decreased share. This is, for example, the 
railroads share—it is going down like this. This is the bus share, it 
is going down like this [indicating]. This is the airlines’ share. We 
are actually maintaining a slight rise in the total common-carrier 
market because of the very rapid rise of air transportation, but the 
important thing is to note where that line is staying. The common- 
carrier market as a whole, that we all tap, is staying fairly level. 

The important fact that must be taken into account in dealing not 
only with railroad policy, but also airline policy, is the private carrier. 
Now, he manifests himself, of course, in the trucking business, in the 
water-carrier business, and all others. 

As far as airlines are concerned, we have done well in attracting a 
substantial share of that market. Our freight achievements have not 
been great for a lot of reasons which time does not permit considera- 
tion of at the moment, but they may get great, because of the value 
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of speed, itself, in our economy. If we do get a substantial part of 
freight traffic in the years to come, it will not be because of a Govern- 
ment policy, it will be because our distribution system is so estab- 
lished that high-speed transportation of freight is necessary. I use 
that to emphasize, again, that you can’t affect substantially, or at all, 
consumer choices via the establishment of governmental policies. The 
consumer is king. He decides, and while we try to persuade him, 
when he decides, that ends it. 

Senator Smaruers. Mr. Tipton, if I may interrupt you to elaborate 
that chart a little bit, the circles on the right, since 1938, percent of 
total passenger miles, the airlines had what—2 percent—and the mo- 
torbus had what ? 

Mr. Tieton. Twenty-seven percent, and the railroads had 71 per- 
cent. 

Senator Smatuers. That was in 1938. In 1957 

Mr. Tieton. Airlines 40 percent. 

Senator Smaruers. In other words, you had come up 38 percent. 

Mr. Tieton. Thirty-eight percent during that period. 

Senator Smatuers. The motorbus carried what? 

Mr. Trrron. Twenty-five percent. They are down slightly from 
the 1938 total. The railroads, 34.5 percent. The airlines have be- 
come the predominant passenger carriers in the country. 

Senator Smaruers. Intercity passenger carriers ? 

Mr. Trpron. In the common-carrier market. The private auto- 
mobile is the big one. It still has as of the moment 89 percent. 

Senator SmarHers. How much did the private automobile have 
back in 1938, do you recall ¢ 

Mr. Treron. I don’t recall. It is a figure I should have, but I don’t 
have it at the moment. The rapid rise of the use of the private auto- 
mobile probably would have their share going right up like that 
since 1938. 

(Material subsequently submitted by the Air Transportation Asso- 
ciation :) 





IMPORTANCE OF PRIVATE AUTO IN PASSENGER-MILE TRAFFIC GENERATION 


In connection with testimony of Mr. Tipton (pp. 6 and 7) and chart No. 1 
to which he referred, dealing with inter-city revenue passenger miles, questions 
were asked as to the percentage of total travel accounted for by the private 
automobile. 

Mr. Tipton made the point that chart No. 1 does not reflect any private auto- 
mobile travel, but that such travel is the dominant passenger-mile generator in 
the domestic United States and is becoming increasingly dominant. For the years 
1955 and 1956, we estimate that the private auto accounted for 90.7 and 90.9 
percent, respectively, of the total intercity travel market (excluding inland 
waterways and the Great Lakes). For the year 1938, our figures indicate that 
this percentage was 85.9 percent. 

Stated differently private automobile passenger-miles have increased from 
approximately 225 billion in 1938 to more than 600 billion in 1956. 


Senator Smatuers. So in fact, what those figures show is that while 
the total number of intercity passenger miles for 1938 for the common 
carrier was undoubtedly much larger than it is today 





Mr. Treton. Here is the 1938 figure for the total common-carrier 
market, much smaller. We can be sure the total intercity passenger 
movement at that time was much smaller, too, but here is the total 
common-carrier market. From 1938 to the early post war years it 
has been vastly increased. While we have had these shifts in partici- 
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pation by the various common carriers over these years, the total 
market, itself, has vastly increased. 

Now, it is tending to level off. If it weren’t for this Korean bulge 
[indicating], we would have virtually a static situation, particularly 
when it is taken into account that we have a rapidly increasing 
population. 

The important part of that discussion is to emphasize, again, that in 
considering this we must recognize that the railroad problem is a 
problem created by fundamental change rather than Governmental 

licy. 

Port a recognized, and with that in mind, I would like now to review 
the specific proposals the railroads have made. 

We were very much pleased to find that many of them had our 
wholehearted support, not only because they would, in the opinion 
of the railroads, help their situation, but because they were good for 
regulated common carriage. Let me take up these proposals, specifi- 
cally. 

The first is the proposal to repeal the transportation tax, and, at the 
outset, I wish to express the appreciation of our industry to the mem- 
bers of this committee who have so strongly recommended that that 
tax be repealed. I can’t go into, in the time allowed, a long argument 
in support of it, but the argument has been made and the committee 
is familiar with it. We strongly concur with the desirability of elim- 
inating that tax. It does discourage common-carrier transportation, 
and since the common carrier is the backbone, the basis of our trans- 
portation system, the tax is definitely contrary to the public interest, 
and we would hope that the Congress would move to eliminate that 
tax as quickly as can be. 

The second one, the railroads have recommended that they have 
shorter depreciation lives for railroad equipment. That is a particu- 
lar subject with which we are in great sympathy with the railroads, 
because we have a problem far more acute than theirs of the obsoles- 
cence of equipment which has caused us or required us to write off our 
equipment at a very rapid rate. In our opinion, again, we are no rail- 
road experts, but in our opinion the lives that they have assigned their 
equipment has been far too long. 

They have dampened the desire on the part of the railroads to 
change equipment, because if you have it on the books for any substan- 
tial amount, your interest in replacing it is not so strong. 

We would hope that the Congress, this committee, would take what- 
ever action is necessary to help solve that problem for the railroads. 

As I have said, we have a depreciation problem too. The Civil 
Aeronautics Board at the present time is seeking to impose upon us a 
very rigid depreciation schedule, notwithstanding the fact that the 
Congress flatly refused in 1938 to include that power in the Civil 
Aeronautics Act. 

The Board, nevertheless, is seeking to exercise it. We are now liti- 
gating the question with them. We feel strongly that Government 
regulation, at least in the air transport industry, of depreciation is a 
very bad thing in that it interferes with the equipment replacement 
plans of the airlines which are too important to be interfered with. 

The next is the suggestion by the railroads that a construction re- 
serve fund be established, in which a portion of the railroads’ income 
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for a particular year shall be reserved for equipment replacement, 
and not be subject to income tax or be deductible for income tax pur- 
poses in that year. 

That, it seems to us, if it is definitely determined that the railroads 
can’t be permitted to make net revenues sufficient to reproduce them- 
selves, replace their equipment when it should be replaced, then this 
policy is probably a good one. 

We would hope that the airlines could make enough net revenue so 
that they would not need special tax treatment and still be able to 
replace themselves. 

ow, that is the sound policy to do it that way, but if it isn’t done 
that way, it should be done in a fashion somewhat like this. 

Senator Smaruers. Mr. Tipton, on that point, to make it clear, is 
it your opinion now that the airlines have on making sufficient in- 
come and profit on their income to refinance themselves? Are they 
in ‘se preatiie to make bank loans for the new equipment which they 
need ? 

Mr. Tipton. The airlines are not in a satisfactory position to finance 
themselves 

Senator SMatruers. You say they are not? 

Mr. Treron. Are not, at the present time. And I would propose 
in a few moments to give this committee the details on our situation 
and spell that out at considerable length, because this construction 
reserve fund, while it seems a technical point, goes really to the heart 
of the matter, because the common carriers must in order to do a 
proper public service present themselves to the financial community 
im a sound enough shape so that they can replace equipment as fast as 
better equipment turns up. 

And I don’t think any of us, at least the railroads say they are not, 
and they make a good case that they are not, and the airlines are not, 
but the problem can be solved in the case of the airlines, and, as I 
say, I am going to discuss that in detail in a moment. 

om, the next thing put forward by the railroads—I am taking these 
not necessarily in order of importance—is to clarify the agricultural 
exemption, a position which seems to us to be eminently sound, be- 
cause here again you have a situation arising in the transportation in- 
dustry which impairs the ability of the common carrier, the basic sys- 
tem on which the country’s transportation needs rest, where the com- 
mon carrier is being hurt. 

There is another proposal. The clarification of private carriage, 
what is private carriage, and what is not, the more important thing 
being what is not. 

Since the problem is caused in part by pseudoprivate carriers, we 
would hope that the committee would give consideration to the rail- 
roads’ proposals there, too, because there you have another instance of 
evasion of established regulation in a fashion so as to damage the 
common carrier. 

Now, we have somewhat the same problem. It has been discussed 
at length before this committee in past years, and I shall not discuss 
it at length here, that is the supplemental air carriers which operate 
without the severe regulation that the common carriers are imposed in 
in the air transport business, and are authorized to operate virtually 
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wherever they care to, so long as the number of trips between any pair 
of points does not exceed, I believe, 10, at the present time. 

ow, that can and has hada very damaging effect upon the common 
carrier airline system. It will be, if continued, even more damaging 
in the future, because of the great increase in competition that has 
been authorized by the Civil Aeronautics Board in the last 5 years. 

Senator Smaruers. Mr. Tipton, do you have any figures as to what 
— of air passenger travel is today, intercity, carried by the in- 
ependent air carriers ? 

r. Trpron. I don’t think we have figures handy on that. I would 
say rather quickly that that percentage to the total would be quite 
small. At the present time, it would be quite small. 

(Mr. Tipton subsequently submitted the following information :) 


TRAVEL VOLUME OF NONCERTIFICATED AIR CARRIERS 


Reliable figures on numbers of passengers carried by the noncertificated air- 
lines in the domestic United States are not available. The Civil Aeronautics 
Board, however, has reliable data for the passenger-mile volume generated 
by these carriers in both military and civil air service. For the year ended 
September 30, 1957, the Board’s air traffic reports shows that the noncertificated 
earriers generated 580.6 million passenger-miles within the domestic United 
States, of which 346.3 million was civilian travel. These totals compare with 
23,807.7 million passenger-miles generated by the certificated airlines within 
the United States during the same period. 

Mr. Burwell, in his testimony, stated that his best estimate was that in the 
course of about 3 years the noncertificated carriers had carried only about 15,000 
passengers. This appears to be grossly underestimated. If we assume that the 
average length of trip of a nonscheduled airline passenger was as much as 
1,500 miles (much more than the longest average scheduled air passenger trip), 
it would appear that the nonscheduled airlines actually carried approximately 
387,000 passengers in 1957. 

The problem is what is the future of that type of operation, be- 
cause it holds great pigeon for growing at a rapid rate, increas- 
ing its percentage of the passenger market, making very difficult the 
competitive situation on a route such as the east coast route of the 
United States, where you have three carriers operating vigorously 
up and down there already. 

Now, to move on with the railroad proposals, we hit one with which 
we are in firm disagreement. Many of the railroad witnesses have 
proposed that the railroads be given freedom, increased freedom to 
acquire other forms of transportation. 

There has been discussion of the establishment of, I believe they 
call it, diversified transportation enterprises, with trucks and buses, 
and airplanes, and everything else. 

The present law and policy of the United States, at least in the 
ease of trucks and airlines, is to put pretty severe limitations upon 
acquisition of those enterprises by the railroads. 

We think those limitations are as good and as sound as the day 
they were put in there, because they were based on a fundamental 
fact, at least to us it seems fundamental. 

Senator Smaruers. Is it your view that there is today in the ICC 
Act, or what amounts to the ICC Act, a specific prohibition against 
a railroad owning a truckline or an airline? 

Mr. Treron. No, there is no prohibition either in the Interstate 
Commerce Act, as it releates to trucks, nor a prohibition in the Civil 
Aeronautics Act as it relates to airlines. The provisions are quite 
similar, as a matter of fact. 
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Senator SmarHers. And how do you say that you completely agree 
with these prohibitions which exist? Are those the ones that have 
just grown up from the interpretation by the ICC itself, and the CAB ? 

Mr. Tireron. If I said prohibition, it was a slip of the tongue. Actu- 
ally, let me describe what they are. They are not prohibitions, they 
are pretty severe restrictions. 

In the Civil Aeronautics Act, and I think this is true of the Motor 
Carrier Act, too, but I can’t be relied upon much in the case of that 
act, the Congress provided that another common carrier—let’s say a 
railroad—could not acquire an airline unless he demonstrated that he 
could use that airline in his operations, as an adjunct to his operations. 

He had to demonstrate, actually, that he was going to continue to 
run the railroad, and the airline was just going to be a supplement, a 
help. 

Now, there has never been a case where that kind of proof has been 
made under the Civil Aeronautics Act, and of course it would be diffi- 
cult to make it, because it would be very hard to run an airline as a 
supplement to a railroad. 

hat is the situation. We believe it should stay that way, because we 
each are better at our own form of transportation than we would be 
if we tried to get in another one. 

The developmental processes in the air transport business is so dy- 
namic it would not be wise to have that in the charge of someone whose 
main interest is in a railroad. 

Senator Smaruers. How do you feel about an airline owning a 
truckline ? 

Mr. Treron. I can’t remember whether that is covered in the Motor 
Carrier Act or not, but you want to know what I think about it, no 
matter what the act provides? 

Senator Smaruers. Yes. 

Mr. Tieton. Well, I would say that it is not really a good policy if 
the truckline is to be given any support for developing and maintain- 
ing the trucking business, because if an airline were running a truck- 
ing operation, their concentration would be around the airline or it 
had better be. 

I suppose it is possible that it would work both ways, that either you 
would give too much attention to the truckline or too much attention 
to the airline, one or the other, neither result being a good one. 

Senator Smaruers. In other words, your view is, and it is your per- 
sonal view, that you should not. marry these different modes of trans- 
portation ? 

Mr. Tipton. That is right. 

Senator Smatruers. And is that on the basis that you think one would 
be ignored and the other would be benefited ? 

Mr. Tipron. Yes, pretty much that basis, that if you are an airline 
operator, your attention would be on the airline, and it ought to be. 

Senator Smaruers. Do you think there is any value in the argument 
that possibly a truckline being regulated by the ICC and the airline 
being regulated by the CAB might lead to some differences in having 
two separate Federal agencies regulating what amounts to one man’s 
business, or one corporation’s business ? 

Mr. Tipron. I suppose that might be possible, but the airlines are 
regulated—applying that question to our situation—the airlines are 





1128 PROBLEMS OF THE RAILROADS 


regulated by a number of different agencies now, and I don’t know 
that that would cause particular croubin 
5 a Smatuers. What are they regulated by in addition to the 

Mr. Tieton. The CAA. 

Senator Smaruers. Those are related agencies. Besides those? 
What other agencies ? 

Mr. Trpron. Communications are regulated by the FCC, mail trans- 
portation is regulated by the Post Office Department—— 

Senator Smaruesgs. But that is alla part of one operation? 

Mr. Tipron. It is all a part of the airline operation, that is right. 

Senator SmatueErs. Do you think—suppose you had one airline that 
was able to get for itself a trucking operation. Do you think—and 
was able to advertise that it had the complete and immediate service 
for not only passengers at New York City, but within 5 minutes they 
would have buses which would carry them to New Haven or whatever 
it might be; would that put the other airlines at a competitive disad- 
vantage in your judgment ? 

Mr. Tipton. it would depend on the competitive situation in the 
local area, but it surely could. 

Senator Smatuers. Would it not require each of the airlines operat- 
ing over that same route in the same areas, would it not require that 
each of them get for themselves a truck, or what amounted to a truck- 
line, or maybe a passenger busline in order to be competitive ? 

Mr. Treron. Actually, you could probably do it in two ways, if you 
were faced with that situation. You would probably either try to 
acquire a truckline of your own, or enter into a contract with a truck- 
line or a passenger bus operation, the way we do with bus operators 
all over the country. 

We enter into a contract with them to perform our service, and that 
could be done and probably maintain your competitive position in that 
particular instance without any difficulty. 

Senator Smaruers. But do you take the position that this general 
program of integration, if it is permitted, that it would lead ultimately 
to 1 or 2 large corporations controlling, actually, most of the trans- 
portation business of the United States? Isn’t that the ultimate, when 
you start permitting integration ? 

r, Treron. It seems to me there is a great tendency to that, 
whether it be 1 or 2, or 4 or 5. If the bars were let down, and it 
were recognized as a good thing to do, unlike the present situation, you 
would very likely wind up with a limited number of big transportation 
combines. 

Senator Smatuers. Well, if, for example, railroad A, or we will say 
airline A was able to get for itself a busline or a truckline, would it 
not eventually be able to offer services which would require, in time, 
the competing airlines to offer the same services or probably they 
would be forced to go back on subsidy, or something of that nature? 
Is that not the ultimate end of this program of integration? 

Mr. Tipton. It seems to me that is possible. You always have two 
ways of providing for integration, and one of them is by buying the 
new carrier and operating in the airline operation. 

The other is to enter into a contract or through-service arrangement, 
or any of the other ways that transportation is hooked together in the 


country. It is the latter that we think is the way to provide a coor- 
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dinated transportation system. Each operating independently, but 
cooperating with each other to move the traffic to meet the public con- 
venience. 

Senator Smaruers. Is it your view that it would be more or less 
efficient for the traveling public to have integration with respect to 
transportation, or nonintegration ? 

Mr. Tieton. The traveling public unquestionably in my opinion 
would suffer if you had integration, because you would miss develop- 
ments in both fields. 

Senator Smatuers. It is your view, then, that an airline should 
concentrate on operating an airline and not a subsidiary truckline, 
Seen as I understand what you say, one or the other is bound to 
suffer 

Mr. Tieron. It seems to me that is the case. 

Senator Smatuers. How far do you go in applying that to other 
sorts of quasi-public utilities, such as television stations? 

Mr. Tipton. That question 

Senator Smaruers. If it is your conclusion that it suffers, that one 
is bound to suffer if they have two, and they should stay apart, then 
— - your same theory and principle apply all the way down 
the line 

Mr. Tipron. That question I would have to think about a good bit, 
and I would suggest this. 

Senator Smaruers. I do not want to put you on the spot. I think 
you have made your case. 

Mr. Treron. I would point out I have 49 members in the association, 
and I am in constant hot water anyway. 

Senator Smaruers. You do not want to have 48. 

(Laughter. ) 

Senator Smatuers. You go right ahead. 

Senator Lauscue. I would like to get clear the misunderstanding I 
have about the meaning of the present law with reference to the right 
of the carrier to engage in diverse businesses. 

You use the word that they may supplement under certain condi- 
tions. See if this sounds correct or not, to you. 

Doesn’t it mean that they are allowed to diversify their services in 
those instances where it is necessary to diversify to make their rail- 
road service proper? In other words, the power shall be granted to 
them when it is necessary to put into effect their railroad services in 
a proper manner? 

Mr. Tipton. This is, of course, a very difficult field in which there 
has been a tremendous amount of litigation, but I believe you have 
stated it just right. 

The important thing is, if you are a railroad, you have got to stay 
in the railroad business, and you get in new things in order to im- 
prove your railroad business. I believe that is what you said, and 
I think that is right. 

Senator Lauscue. It is only to be granted whenever it is proved 
that of necessity that added right should be possessed in order to en- 
able the railroad to give proper railroad service. 

Mr. Tieton. I believe that is right, Senator; I believe that is right. 

Senator Lauscue. Now, they have no right to engage in a diversi- 
fied transportation business except as an incident necessary in their 
railroad business to give proper service. 








1130 PROBLEMS OF THE RAILROADS 


Mr. Tieton. I believe that is right. 

Senator Lauscue. There has been some difference in the testimony 
on that subject. 

On page 17, you say such acquisition would not promote the inter- 
ests of air transportation or the public interest because it would re- 
strain competition. That is, you Sallove there should be competition ? 

Mr. Tieton. Yes. 

The thought behind that, of course, is that the railroads and air- 
lines are seeking the same traffic. We are trying to a people 
to get off the railroads and ride on the airlines, and we have been 
successful at it. If an airline in that position were bought by a rail- 
road, it would be hard to maintain that competition. 

Senator Lauscur. Well, would not these regulatory commissions 
have some power to step in and insure that there shall not be monop- 
oly, and that sound competition shal] be maintained ? 

The point I am trying to make is that the regulatory body still 
would be exercising the power that they exercised in the past to stop 
monopolies from coming into existence. 

Mr. Trirron. They would still have that power. But you can’t 
really, by regulation, even with the full exercise of the regulatory 
power, you can’t inspire a particular carrier to develop, to use the 
Initiative, the imagination, the drive that is a part of competition. 

If you have an independent railroad, and an independent airline 
competing with each other, then each one presumably uses all his 
efforts, all his imagination, initiative, through improvement of serv- 
ice, advertising, and everything else to get the business, and you can’t 
write a regulation which tells people to do that. 

I guess you could write it, but you couldn’t ever enforce it, because 
it is an intangible thing. 

Senator Lauscue. Wouldn’t the law of competition in itself be the 
inducement to meet the supposed advantages that a competitor has 
to offer in his services? 

What I have in mind, the law of competition is supposed to operate 
as the inducement rather than the written regulation directing them 
to compete. 

Mr. Treron. That is right. That is right. It is the basic competi- 
tive spirit that keeps development going, rather than a rule, and you 
couldn’t have an airline and a railroad under common ownership that 
could be expected to have that competitive spirit. That is our point. 

Senator Lauscue. You go back to the basis that they could not be 
faithful to the services, both the railroad and the air? 

Mr. Tieton. That is right. I don’t see how they could; they would 
have conflicting interests. 

Proceeding, Mr. Chairman, with the railroad proposals, another is 
the one that has had some attention before this committee, and that 
is the provision for the Government acquisition of railroad equip- 
ment and the leasing thereof back to the railroads. 

That, in our opinion, would be a very serious backward step, and 
one to be avoided if at all possible. If it is essential in order to main- 
tain the railroads at a proper level for public service, then I suppose 
it must be done. But I would hope surely that the committee would 
explore the question of necessity before endorsing such an idea. 
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Senator Smaruers. Mr. Tipton, on that point, you are familiar of 
course with the fact that the Government in some areas guarantees 
loans that are made. 

I think the Merchant Marine Act has some provision, does it not, 
to have the Government guarantee the loans made for the construc- 
tion of ships? Are you familiar with that? 

Mr. Treron. Yes, and the Civil Aeronautics Act does, too. 

Senator Lauscue. Is that the last bill which we passed about 6 
months ago? 

Mr. Trpron. Yes. 

Senator Smarners. Do you have a feeling that if the railroads— 
well, first, you agree that it is essential to keep the railroads alive. I 
gather that from your testimony. 

Now, if it could be demonstrated, and people were convinced that 
the only way—that they were in such poor financial shape that they 
were not able to make any loans from any banks, or any lending insti- 
tutions, such as an insurance company, and you do not favor the system 
of the Government leasing of equipment, would you be opposed to a 
system which would permit the Federal guarantee of loans by the 
railroads for the purpose of purchasing equipment ? 

Mr. Treron. If the need were definitely established, and that is 
what I understand you to say, then we would have no opposition to 
the guarantee of loans. 

Senator Smaruers. Do you think it would be just as fair to have 
the system like that operating in the railroad field as it now operates 
or will operate in the aviation field with respect to feeder airlines ? 

Mr. Treron. That is right. 

We came before your committee and requested that legislation 
firmly convinced, and I think we demonstrated to your committee 
that there was no other way to equip the local service airlines other 
than by guaranteed loans, and your committee reported, and the legis- 
lation was ultimately passed on that basis. 

That was a true finding, and if the railroads were to make the same 
demonstration, I think in view of their importance to the country, 
they ought to have the same treatment. 

I might say I think guaranteed loans is better than an equipment 
leasing program, but that is another subject. 

Senator SmatueErs. Is it not a fact the guaranteed loan program 
involves the Government least of all the programs that have been sug- 
gested for financing the purchase of equipment ? 

Mr. Treron. That is right, I think a guaranteed loan program 
would be better. 

Senator Smatuers. All right, sir. 

Senator Lauscne. What principle guides you in expressing your 
opposition to this lease arrangement ? 

Mr. Treron. It seems to me it is not a good thing for the Govern- 
ment to own the transportation equipment of the carriers, that in 
those instances the Government funds must be laid out, title must 
be taken to them, they must be managed, in effect, by the Government, 
the owner. The Government must watch over them, they are Gov- 
ernment property, even though on lease, and it gets the Government 
too deeply involved in that phase. 

Senator Lauscue. Is it a fact it is just one step removed from oper- 
ating the railroads? You would be opposed to the Government oper- 
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ating the railroads. This proposal of buying equipment and then 
leasing it, puts the Government in the business of buying equipment 
and leasing it. 

— one step further would be to take the equipment and run it, 
itself. 

Mr. Treron. You have stated our point of view just right, and 
better than I did. 

Senator Lauscue. Of course, I have skepticism about how far we 
are going in guaranteeing loans to bankers and insurance companies 
who, of course, want additional security, and they will urge, in addi- 
tion to the security provided by the railroads, let’s get some security 
frum the Government. 

Now, we are moving in each day into new fields, and that is the 
fear that I have about it. Are we in the field of guaranteeing loans 
to the merchant marine? 

Senator Smaruers. We guarantee them 100 percent on construc- 
tion. 

Mr. Treron. That has been so for some time. 

Mr. Batzry. It is 100 percent of 75 percent. 

Senator Lauscue. Then, we are guaranteeing loans partly now in 
the merchant marine. What about inland navigation ? 

Mr. Barton. Not on that. 

Senator Lauscue. And now railroads? They have asked for lend- 
lease. Of course, we have to ponder about where do we stop. 

Senator Smaruers. All right, you may go ahead, Mr. Tipton. 

Mr. Treron. Now, the next area where the railroads have devoted 
a great deal of time is their desire for increased flexibility in making 
rates. 

Now, I am going to talk in a moment about the rate regulation situ- 
ation on the airlines, There is much in common between the airlines 
and the railroads on this point, and I should say solely at this point 
that we have a great deal of sympathy with that problem, and feel 
that it is one that must be given a great deal of attention. 
fols. 2568-69 

Now, to pass to the problems raised by the railroads not only in this 
hearing, but in the past with respect to the passenger deficit, that is a 
good example of what I have talked about earlier in the statement, 
of recognizing things for what they are, because in many of the studies 
of the passenger deficit there has been much discussion of subsidized 
truck lines, subsidized bus lines, subsidized airlines that are alleged 
to have some bearing upon this passenger deficit. 

Actually, that is the problem of passenger deficit, when you couple 
that with the private automobile. That is the problem. 

Senator Smatuers. When you say “that,” you are referring to the 
chart, the intercity passenger-miles ? 

Mr. Tieton. Chart No. 1, which we will submit for the record. A 
copy of these charts that I will refer to from time to time is attached 
to your statement. 

Now, it seems to us that with respect to the passenger deficit, the 

rinciple of some railroad proposals would definitely help, and that 
is the one that would permit the Interstate Commerce eee 


to play a good bit larger part in determining whether or not passenger 
service should be restricted or abandoned in particular areas. 
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That has been a hard problem for the railroads and made their 
situation worse than it is, and we would hope surely that the commit- 
tee would give attention to that one. 

Senator Lauscue. Let us stop a bit on this increased rate freedom. 
Is that the subject you are talking about ? 

Mr. Tipton. I had passed over that and said I would come back 
to it in a moment. 

At this point, I would like to move more into the area of airline 
problems, though I will frequently refer to them as analogous to those 
of the railroads. Many of them are common, as a matter of fact. 

Senator Lauscue. Mr. Chairman, may I ask a question 

Why don’t you want to dispose at this time of this increased rate 
freedom ? 

Mr. Treron. I would be glad to do that, if you would prefer, be- 
cause I have considerable flexibility here in discussing these problems, 
and if I can have just a second to rearrange my notes, I would be very 
glad to do that. 

Now, as something of a backdrop to a consideration of rate regu- 
lation policy, which is what the railroads’ proposal goes to, I would 
like to tell the committee, the airline problem—which is somewhat, as 
I say, analogous. 

We have at the present time, as is I think generally known, an or- 
der, or orders for about $2 billion worth of jet transports. That $2 
billion will be expected to be privately financed. There is no guaran- 
teed loans involved in that, with the exception of the modest number 
of F-27’s there are on order by the local service airlines. 

We have, at the present time, or we would expect between now and 
the time the airlines must be paid for, to be able to provide through 
already established loans, through depreciation, through retained 
earnings, and the like, about $1,400 million of that. That leaves $600 
million which is a gap between us and the jet age. 

That $600 million is what we have to finance. That is what we 
have to convince the financial community that they should loan us, 
$600 million. 

At the present time, our equipment has a book value of $500 million, 
so that the financing problem 1s obviously a difficult one. 

Now, when we consult with the bankers, as anyone who has ever 
consulted with a banker knows, they look at you rather skeptically, 
they are particularly interested in how much you have been able to 
earn, and how much you will be able to earn. That is the mark of a 
solid credit risk, or not a solid credit risk. 

Now, the airlines have not been doing so well, and I would like to 
illustrate that, which I can do rather quickly with a series of charts. 

I would like to start with chart 9. 

Now, the airlines profits have been steadily descending over the 
past few years until this year they are about $25 million, on $1,400 
million worth of business. $25 million is of course a lot of money, but 
when compared with the great volume of business done, it is obviously 
inadequate. 

Now, why has that taken place? That has taken place for the rea- 
sons that are shown on this chart, to some extent. Here is a very brief 
list of representative prices. This has gone on since 1938. Bus fares 
up 37 percent, rail fares up 46, processed foods 129, power 137, iron 
and steel 148, brick homes 172 percent. 
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With the rate increase we were granted by the Civil Aeronautics 
Board a couple of weeks ago, our fare is still only 1.9 percent higher 
than it was in 1938. 

The other part of that same picture relates to the airlines own costs 
which are reflected to a certain extent by general consumer prices. 
Based on 1947, which gives a shorter picture, these are 22 percent up. 
Industrial prices are up 28 percent. Airline fuel and oil is up 41 

reent. Airline maintenance materials up 44 percent. Average air- 
ine salaries up 78 percent. 

As I said, since 1938, airline fares have gone up less than 2 percent, 
even considering this recent rate increase. 

Senator Lauscur. What is the source of this statistical infor- 
mation ? 

Mr. Trpron. May I furnish the sources in the record ? 

(Material subsequently submitted by ATA :) 


Sources or Data IN CHART 9 OF MR. TrieTon’s TESTIMONY 


Airlines: CAB recurrent reports on air carrier traffic and financial statistics. 

Bus fares: National Association of Motor Bus Operators, Bus Facts, 25th 
edition, and Interstate Commerce Commission Transport Economics, June 1957, 
and Monthly Comment, November 1951, represents class I intercity motor car- 
riers of passengers. 

Railroad: Association of American Railroads, Statistics of railways of class 
I, United States, ICC; Statistics of Railways in the United States and annual 
reports of the Pullman Co. to the ICC. The percentage is based on passen- 
ger revenues (other than commutation) of class I railroads and berth and 
seat revenues of Pullman Co. 

Processed food, iron and steel, cars: These are wholesale prices. Source, 
United States Department of Labor data published in United States Depart- 
ment of Commerce Business Statistics, 1955, a supplement to Survey of Current 
Business ; and Survey of Current Business, August 1957. 

Brick homes: Construction cost index prepared by E. H. Boeckh and Asso- 
ciates, and published by United States Department of Commerce in Survey 
of Current Business. 

Turning to chart No. 10, here is a reflection of how these price 
raises, taken with some reduction in revenues, have affected airline 
earnings. 

Now, this chart shows revenues and expenses per revenue ton-mile. 
It is a unit figure, and it shows, here, the end of 1957, the lines are 
almost meeting, so that our margin at that time becomes almost in- 
finitesimal. 

Turning to chart No. 11—— 

Senator Lauscur. What is the margin in 1957, that smallest ver- 
tical bar? ; ; 

Mr. Tieton. That is 1.5; one and a half cents is our margin per 
revenue ton-mile. 

Now, here is the per available ton-mile, the capacity figure, which 
is all of the ton-miles that are operated, and it has no relationship to 
how much you sell. 

Our margin there is eight-tenths of a cent per available ton-mile, 
thus showing again the squeeze that has affected the airlines for 
these numbers of years. , og 

Turning to chart No. 12, here is the effect of it in terms of dollars. 
We did twice as much business in 1957 as in 1952. : 

Here is our 1952 revenues, $768 million. The revenues in 1957, $1.4 
billion. 
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Our profits, however, were cut right in half. For doing this rela- 
tively small amount of business in 1952, we made $53 million. Doing 
this large amount of business in 1957, apparently—the 1957 figures 
are not final—it is in the neighborhood of $22.5 million we have 
made, so our profits have been going down like that. 

Turning to the next chart, this shows our margin per dollar of sales. 
Here are our revenues going up since 1952 through 1957 to the total 
figure of $1.4 billion that I mentioned a moment ago. ar 

Here is the profit margin we make per dollar of sales, on a precipi- 
tous descent since 1955, down now to 114 cents per dollar of sales. 

Turning to chart 14, this gives a comparison with other businesses. 
It shows that—this is net income after taxes—not only what our net 
income has done in the past few years as these have done, but it shows 
a good bit of airline economic history which unfortunately the bankers 
are familiar with, too. 

We have this big red block in 1946, 1947, and 1948, climbing then to 
pretty good profits by 1951, and they have been descending ever since. 

You can compare that, for example, with the stable, high earnings 
of public utilities. We have to compete—— 

Senator Lauscur. What are those public utilities ? 

Mr. Tieton. They hover around 15 percent. That is the percentage 
of their operating revenues, 15 cents on a dollar of operating revenues 
is net income. 

Of course, on the chart they are stand-outs, but we still have to com- 
pete with them to get money. 

Now, here is the railroad curve. Railroads of course have been 
doing better than the airlines have been doing in terms of their net 
income after taxes, as a percentage of operating revenue. 

The buses were running slightly lower than airlines for sometime, 
now, however, getting to be considerably better. 

The pertinence of that chart, it seems to me, particularly, is that 
that is the sort of thing that the financial community looks at. We 
get compared with everybody, because we are competing with them 
for money. 

Mr. Batter. All of these charts are a part of your statement which 
has been included in the record ? 

Mr. Tieton. They are a part of the statement, and I understand 
they will be in the record and will be available. 

Senator Lauscue. This 15 percent for the public utilities, that is 
their earnings after taxes? 

Mr. Treron. That is right. 

Senator Lauscue. And the earnings of the airlines reached their 
high point in 1950 and 1951, about ? 

r. Treron. In 1950 and 1951, about 6 percent. 

Senator Lauscue. That is 1950, 1951 and 1952, they were pretty 
constant. 

Mr. Tirron. That is right. 

Senator Lauscur. And from 1952 to 1957, they have fallen to what ? 

Mr. Tipron. 1.6 percent. 

Senator Lauscue. And that is after taxes? 

Mr. Tipron. That is after taxes. 

Senator Lauscrs. May I ask you, how many requests did you make 
for adjusted rates, let’s say since 1957 ? 

Mr. Tieton. Back to 1947? 
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Senator Lauscue. Yes. 

Mr. Tipton. Now, I think—unfortunately I haven’t got the situa- 
tion back to 1947. 

Senator Lauscue. Your last application was when? 

Mr. Tirron. Our last application was in January, I believe. 

Senator Lauscne. And that was acted upon affirmatively ? 

Mr. Tieton. Here is what we have done, Senator. This is our prob- 
lem, of course, and the buying of the jets is our problem, and we have 
tried to increase our revenues through an increase in fares, since there 
didn’t seem to be any other way. 

Now, this has been the progress of the industry in trying to persuade 
the Board that we did need additional revenue. 

In mid-1954, you can see why we got concerned in mid-1954, we made 
a joint presentation to the Civil Aeronautics Board not unlike this one, 
attempting to persuade them to permit the carriers to discuss among 
themselves a rate increase, because we can’t—the airlines can’t discuss 
rates among themselves. They don’t have the authority that the 
railroads have. That is what we asked the Board to do. 

The Board replied that they wouldn’t let us do that, and indicated a 
strong policy for holding the fare line, notwithstanding the fact that 
our fares were at virtually 1938 levels. That was mid-1954. 

Late, as I recall, in 1955, the Board started a general fare investi- 
gation, which appeared to be regarded at that time as an investigation 
designed to reduce rates rather than increase them. That investigation 
was started. 

In the spring of 1956, we asked for an interim. This rate proceeding 
was going on. We asked for an interim increase of six percent. 

In the fall of 1956, the Civil Aeronautics Board decided that we 
didn’t need it, and denied it. 

Just shortly after that, the carriers having watched this downward 
trend were considerably concerned, and watching the upward trend of 
capital requirements, said that they felt that a 15 to 20 percent increase 
was required in order to permit thain to do what they had to do, and 
they felt that the public would not object, that there would be no re- 
duction in traffic if a rate increase in the neighborhood of 15 percent 
was granted. I think it has been maybe 2 or 3 weeks ago the Civil 
Aeronautics Board reviewing those claims said that the carriers could 
increase their rates by 4 percent, plus a dollar a ticket. That has the 
effect, on an industrywide basis, of authorizing an increase of about 6 
percent. It varies with particular carriers. 

That has been the history. 

Senator Lauscne. What will that produce in the total amount—the 
total business is $1,400 million, did you say? 

Mr. Tipton. That is right. 

Senator Lauscue. And 6 percent would produce what ? 

Mr. Tipton. TI believe it is 80 million, in that neighborhood, which 

ou have to cut in half on account of taxes, which will give us about 

0 million after taxes. Now, that doesn’t improve our situation very 
substantially. It is better than nothing, obviously, but our profit levels 
were going off, they had been so low for such a long time that that is 


really a drop in the budget as the present time, and while any little 
bit helps, the board should have taken a considerably more realistic 
attitude, in our opinion, of the needs of the carriers, particularly their 
needs to finance the jets. 
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I had the feeling in reviewing the Board’s opinions on this, that. 
they hadn’t grasped the tremendous national and international 
significance of what the carriers were trying to do, and I want to 
talk about that a little more in a moment. They hadn’t grasped the 
fact that our jets are the ones that the Defense Department is rely- 
ing — They are buying no transports of their own. They have 
said flatly that that is the case. 

Our jets are what the country is relying upon to meet the Russian 
_ which are beginning to take their place in the international field. 

hey are operating their jets now. Ours will be operating about a 
year from now. It is a case where we have tremendous national issues 
at stake. We are in competition, commercially, with all carriers, and 
it shortly will be the Russians. 

I haven’t felt that the urgency and the importance of this issue has 
been recognized in any respect. Actually the problem has been treated 
as if it were the fixing of a public utility rate in a particular city, 
when that public utility has by definition no competition, where 
it has an injured market, where the risks are relatively low. The rate 
problem is approached with that rigidity, and with that rigidity, 
of course, you don’t have so much to worry about. With the electric 
light plant in Indianapolis, for example, you don’t have to worry 
about Russian competition with the light plant. You don’t have to 
worry about competition with anybody. You don’t have to worry 
about your position in the international field. You just can’t approach 
these problems with that rigidity. 

What is more, and I hesitate to say this, it seems to have become a 
habit of regulatory agencies of substituting their judgment for the 
judgment of management. Management had presented to the Board 
their judgment that in order to accomplish what they had to accom- 

lish, 15 percent had to be given, and the presentation was well 
eanmsnsakels far better documented, I might say, than I have had the 
time to document it this morning. 

Senator Lauscue. What would the 15 percent have produced, added 
to your present 25 million ? 

Mr. Tirron. I should have that figure, but I will have it in a mo- 
ment. It would produce about 210 million before taxes. 

Senator Lauscue. Added to your 25, that would be 235 million, 
and what profit would that create, then ? 

Mr. Tipton. 235 million would be in the neighborhood of $117 
million after taxes. 

Can you give me a quick figure on what that would do to our profit 
as a percentage of operating revenues ? 

Senator Lauscue. After taxes? I am trying to parallel it. 

Mr. Treron. After taxes it would be about 117 million. 

Senator Lauscue. As against 1,400 million of investment ? 

Mr. Tipton. That is gross revenues, 1.4 billion. 

The 25 million gives us 1.6—it would be about 9 percent. It would 
put us up in here [indicating], somewhat higher than the railroads, 
of course, considerably lower even yet than the utilities. 

Now, it is this problem that we have had over this period of years 
that has given us the sympathy with the railroad problem that I have 
referred to before, because, as I understand their difficulty, they are 
beset with an inflexible type of rate regulation, also. 
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Now, I am really not good enough a judge to say that their specific 
proposals for new legislation are good or bad. There have been great 
charges, of course, that their specific proposals are analagous to the 
launching of fighting ships against the trucklines, and if that be true, 
I am sure this committee wouldn’t countenance it, but the point that 
seems to be outstanding here is the necessity for having a new, a de- 
tailed, and an exhaustive study of ratemaking standards and rate- 
making statutory provisions in order to make them modern, in order 
to make them meet the practical situation. 

They were adopted when we had a monopoly in transportation. All 
that has changed. The principles were adopted before there were 
any airlines. 

r. Barron. Mr. Tipton, right now do you have any suggestion as 
to how far you think the change should be made in the law, how far 
the change should go to allow the carrier more freedom in ratemaking ? 

Mr. Tipron. I am sorry, I don’t have. We are in the process of 
starting a study of ratemaking as it applies to air transportation, with 
the thought of recommending to Congress a specific proposal in our 
field, and I would hesitate at the present time to make any judgments 
as to what those changes would be. 

Mr. Barron. You are not studying the freedom that should be given 
other forms, I take it ? 

Mr. Tieton. Well, no; we are not. 

Senator Lauscuz. What would be your attitude on the proposal of 
the railroads in which they request greater freedom in ratemaking, 
if this freedom would also cover the competition within their own 
medium ? 

Your present recommendation is that they be given freedom in 
competing with the other four mediums, but that it should remain re- 
stricted in the competition among the railroads. Now, what would be 
your position if full freedom were given to compete among themselves 
when they can charge a rate that produces a profit and where they are 
not guilty of being discriminatory in the rendition of their services? 

Mr. Tieton. I do hope I don’t have to eat my words someday, but 
they won’t be the first words I have eaten. 

It seems to me that the railroad proposals must apply within their 
industry as well as without in order to be sound. I don’t know 
whether I make myself clear. 

Senator Lauscue. Yes, you do. 
Mr. Treron. It seems to me that is right. 


Senator Lauscne. They take the position, let us compete with free-' 


dom with carriers in the air and on the waters and on the highways, 
but keep us restricted within ourselves. Now, your position is that 
there should be a uniform rule applied ? 

Mr. Trpron. It seems to me that that is the case. I haven’t heard 
the argument on the other side. Whatever judgment I made up on 
that, I made without hearing the argument on the other side, but it 
does seem to me that is right. 

Senator Lauscue. Do you know their argument about why they 
feel they should be granted greater liberty ? 

Mr. , a I don’t know the argument which tends to support 
greater flexibility in competing with trucks and airlines, but no flexi- 
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bility in competing among themselves—that argument I have not 
heard as to why that is sail 

Senator Lauscue. Their argument is that their greatest advantage 
is the ability to carry freight at a low rate, and that under the present 
law they can’t exercise to the fullest advantage this competitive su- 
periority that they have, and that therefore we ought to amend the 
law so as to allow them to fix a rate whenever they make a profit, and 
whenever they don’t discriminate, without regulation. 

Are you prepared to take a position in behalf of your carriers? 

Mr. Tipton. No, we are not prepared to take a position on that 
basic argument. 

Senator Lauscue. In your statement you deal with it, and you 
point out that they are in an anomalous position because of asking one 
rule against the other four mediums, competitors, and a different rule 
with respect to themselves. 

Mr. Tieton. I don’t see how that can be sound. 

Senator Lauscue. Proceed. 

Mr. Tirron. Now, to return to some additional problems—— 

Senator Lauscur. You were pointing out your difficulty in going 
to banks and borrowing money. 

Mr. Tieton. In accordance with your request, I covered our finan- 
cial problem and its effect upon our ideas with respect to ratemaking. 

Now, I would like to go back and touch upon 

Senator Lauscure. Would you answer this question for me? 

You had the ability under existing law for any one of your car- 
riers to get back on subsidy, didn’t you, if the situation warrants it? 

Mr. Tipron. Yes. 

Senator Lauscue. What do the bankers say when you point out to 
them this guaranty that the Federal Government provides? What 
treatment do they give to that? 

Mr. Trpron. You find varied opinions on that. On the one hand, 
the bankers, particularly the ones that have been interested in avia- 
tion, or financed aviation in the past, are pretty familiar with the 
fact that that isn’t a guaranty, that in the case of the local service air- 
lines that are hunting for money right now they have seen the local 
service airlines go for 10 years under this supposed guaranty without 
having any profits as an industry at all and, as a matter of fact, with 
a substantial surplus deficit. They have seen other carriers that 
have been on subsidy wind up with a considerably less profit than the 
board purported to say was there, so that they know it is not a guar- 
anty. Consequently, they don’t have much confidence in it. 

Second, you find some reluctance to—some worry about the gen- 
eral problem of subsidy in the Government. It gets them mixed up 
in the Government a good bit, too. 

On the other hand, we have found in the past some recognition by 
financial people that that subsidy availability was a help to carriers 
that they were proposing to finance, so that you can’t say, for al] those 
reasons I gave in a rather disjointed way, that you have a common 
opinion in the financial community on that. 

Senator Lauscue. Mr. Tipton, how much longer will it take you to 
complete your statement? 

Mr. Tipron. I know the committee is pressed for time. Let me take 
up 1-or 2 problems which would take, I would guess, probably 15 
minutes. 
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Senator Lauscue. If you will be back here, we will recess until 2: 30. 
(Whereupon, at 12 noon, the subcommittee recessed to reconvene at 
2:30 p. m., the same day.) 







AFTERNOON SESSION 











Senator Smatuers. The meeting will come to order. 
The first matter will be to have Counsel Barton propound a question 
A 






to the witness, Tipton. 

Mr. Barton. At an earlier point, Mr. Tipton testified as to income 
after taxes as a percent of operating revenue, and he shows the airlines 
had about 1.6 on this basis. 

Mr. Tipton, my question is this. What percentage would this show 

; as return on investment ? ' 

Mr. Tieton. Return on investment ? 

Mr. Barton. Yes. 

Mr. Treron. I have the figures right here. 

j For 1958, 2.6 percent return on investment. That is a minimum 

} figure. It won’t be far from that. 

| Mr. Barton. Do you have 1954, say? 

} Mr. Tipton. I have 3 years here, 1952, 1954, and 1957. : 

In 1952, it was 12.9—this is domestic trunklines—in 1954, 9.9; | 
' 
| 









in 1957, 2.6. 
| Mr. Barton. Thank you, sir. 

Mr. Treron. Shall I proceed with my statement, Mr. Chairman? 

Senator Smaruers. Yes, go right ahead. 

Mr. Treron. As the committee recessed for lunch, I had undertaken 
to mention a couple of points covering I thought about 15 minutes. 

Before getting into these points, I would like to refer again to the 
criteria that we think should guide any review of transportation 
policy. As you will recall, the criteria were: Whether the particular 
action would improve service in the public interest, whether it will 
maintain and strengthen our international position, and whether it 
will let our free enterprise system act as a stimulus to the economy. 

Now, in my previous statements in discussing the financial position 
of the industry, faced as it is with the requirements to purchase jet 
transports, I referred to the fact that one of the major national in- 
terest reasons why it was necessary for the airlines to go forward with ; 
their jet program, and that they be successful in their jet program was | 


TSS 


the rather remarkable performance that is now being put on by the 
Soviets. They have an airline, as the committee knows, called Aero- __ 
flot. That airline is, as are most things in Russia, a part of the Gov- : 
ernment, supported by the Government. 

In past years the Aeroflot has been content to maintain their serv- 
ice within the Soviet Union, and they have not appeared to lay great 
stress upon their air transport system. That is changing, and chang- 
ing very rapidly. 

At the present time, the Soviets have a jet transport, the TU-104, 
a twin jet transport, in service. They have 5 other turbine powered 
transports in various stages of development, one of them an extremely 
long-range 4-jet transport that is expected to be competitive in the 
long-range operations in the international field. 

They have begun service outside of Russia. They have entered 
into discussions with many countries abroad. They have concluded 


| 
| 
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discussions with the United Kingdom only about 10 days ago, estab- 
lishing a bilateral agreement authorizing service between Moscow and 
London. It is a reciprocal service. 

There is obviously every intention to maintain on quite a high prior- 
ity the development of that airline. 

Now, all of us know that the Russians do not go to that trouble for 
the benefit of their citizenry, in order that their citizens can have a 
comfortable ride abroad. That is clearly not the justification for their 
performance in this field. It is obviously, as is in the case with most 
other actions by the Russians, having a military and political signifi- 
cance behind it. 

Now, the military and political significance of international air 
transport development is one with which the United States is very 
familiar, specifically this committee is very familiar with it, having 
made careful studies of the international air transport field, and under 
the chairman’s leadership issued a report which dwelt a great deal 
on the international and national interest importance of our interna- 
tional system. So there is a series of developments which puts a 
heavy burden of responsibility on the airlines to come forward and do 
a job in the jet field. That we are in the process of doing, and it is 
our financial problem as manifested by that chart, among others, that 
has caused us difficulty there, and it is that problem that we have to 
solve. 

I would say that is problem No. 1 as far as the airlines are concerned. 

Senator Smatuers. May I ask a question right there? When do 
you think you can solve this problem, how soon do you think you can 
arrive at a solution ? 

Mr. Treton. The solution in our opinion is in the hands of the Civil 
Aeronautics Board. As I described during the period just before 
lunch, we have applied and applied and applied to the Civil Aeronau- 
tics Board for a substantial rate increase in order to turn that line 
upward again, in order to be sure to be able to complete our financing. 

Senator Smatuers. Do you think if you raised your prices substan- 
tially it would cut down on your revenue income? 

Mr. Treron. It is our judgment, and a very studied judgment on 
the part of the individual airlines, that a 15 percent rate increase can 
be put into effect without impairing the patronage of our service. 

diciatot Smatuers. Do you think that as you raise the rate on trans- 
portation it would have any inflationary effect on our general economy ? 

Mr. Trpron. I would say not, for this reason, that the airlines have 
maintained, unlike most businesses, have maintained their prices at 
1938 levels, or virtually there, and that being the case, faced as the facts 
face us, most other businesses have gone up 25, 30 or 35. Our wages, 
for example, up 78 percent. Faced with those facts, it is easy to 
conclude that a 15 percent rate increase above 1938 fares would not in 
any respect be inflationary. 

Senator Smatuers. Do you think that it would result in an increase 
in cost of living to any measure, as you increase the cost of air trans- 
portation ? 

Mr. Treron. Not significantly, and an important fact there is that 
in the proceedings that we have had on this subject, there has been 
not one complaint from the public, not one ounce of opposition from 
the public to an increase in airline fares. 
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As a matter of fact, the public reaction as reflected in the press is 
perfectly amazing, and the extent to which there are press references 
to the obvious need of airlines for increased fare. 

Senator Smatuers. You do not go so far as to say the general pub- 
lic is looking forward to paying you people more money, do you? 

Mr. Tieton. No, the general public, of course, is never looking for- 
ward to paying anybody more money, and being a part of the general 
public, that is of course true. 

Senator Smaruers. It is always possible, is it not, if a fellow wants 
to make a contribution to the airline, he can do it at the ticket counter ? 
If the ticket doesn’t cost enough he can leave an extra ten ? 

Mr. Tirron. Surely, that could be done, but the important point—— 

Senator Smaruers. You do not find many people doing it, do you? 

Mr. Tieton. The important point I was making was in contrast with 
other rate proceedings, particularly before the ICC where you have 
public Cone against increases in rates or fares, you have no 
public complaints here. 

Senator eae. Do you have to raise these rates in order to 
borrow money from the banks? 

Mr. Treron. Yes, you can put it that way. You have to raise the 
rates to establish a level of earnings. 

Senator Smaruers. The raise in rates would enable you to borrow 
money from the banks to keep up with the new jet age? 

Mr. Tieton. That is the best argument we have. 

Senator Smatruers. And if a sufficient number of lending institu- 
tions would believe you would raise your rates, could you borrow all 
the money you need ? 

Mr. Treron. In the general fare investigation, I believe there were 
at least 20 representatives of various phases of the financial com- 
munity who discussed this question, and in all cases definitely stated 
that in order to finance ourselves on a sound basis, we had to have 
increased earnings. 

Senator SmatuHers. Do you think the trunkline airlines would be 
in favor of establishing such a thing as the RFC, or something of that 
nature, underwritten by the Government, where all transportation 
facilities could go and borrow money in the event they could not bor- 
row it from a bank ? 

Mr. Treron. Agreement to that would come hard as far as we are 
concerned. We would have to be pressed with our banks right up 
against the wall. 

Senator Smaruers. You would prefer, then, to have a guarantee 
loan program, you think that is the most sensible area into which the 
Government can move with respect to borrowing capital to modernize 
the air facilities ? 

Mr. Tieton. The No. 1 step is to adopt a Government policy of suf- 
ficient earnings for regulated transportation, so that they don’t need 
any help from the Government. But if you haven’t got that 

Senator Smaruers. If the CAB should not give you that, you had 
to go someplace to borrow money in order to keep up with the new 
transportation developments, your conclusion is you would not be able 
to borrow the money from the banks unless you are given an increase 
in rates; is that right? 

Mr. Treron. That is right. 
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Senator Smaruers. Now, if you cannot borrow it from the banks 
and you must modernize your operation, then would you approve, if 
you do not approve of an RFC-type organization, would you approve, 
as we have gimods taken the first step with feeder airlines, a guar- 
anteed loan program ? 

Mr. Trrron. That is the least of the evils; yes. 

Senator SmatHers. You would say the same thing would apply to 
railroads. If they cannot get bank loans, then the least evil would 
still offer them an opportunity to borrow money in the field of the 
guaranteed loan program ? 

Mr. Tipron. Yes. 

Senator Smatuers. All right, thank you very much. 

Mr. Treron. Now, one further comment, one further statement I 
would like to make about this Russian problem, which is uppermost 
in our minds. 

Turning to chart 6, please, the interesting part about this chart is 
the manifestation of a change in attitude on the part of the Russians. 
For years, advertising was regarded as a kind of capitalistic thing 
that was generally no good. 

Senator Smatuers. That picture is not upside down, is it? 

Mr. Tieton. They are both right side up, but it is hard to tell. That 
is a ticket counter poster found in European air travel agents’ office. 
The other is a magazine advertisement. I show those to indicate 
what kind of stakes we will be playing for here shortly. 

Now, the second general subject that I wanted to touch upon, and 
when I finish this, I will be finished, deals with airline subsidy. It 
has been discussed to some extent by our railroad colleagues in their 
presentations before the committee, and I want to discuss it also for 
a little while. 

As this committee knows, airlines have been entitled to subsidy, a 
direct subsidy for their service through mail compensation. That 
subsidy picture has vastly improved over the years, until our entire 
trunkline system gets no subsidy, our international system is down to 
about $6 million for this year, which represents a drop, as I recall 
the figures, since 1950 from $41 million. 

The local service airlines are subsidized to some extent for reasons 
that this committee has studied in the past, so that our entire trunk- 
line system that represents 95 percent of the air transportation pro- 
vided in the United States no longer gets a subsidy. 

As an illustration of what has happened as far as mail pay is con- 
cerned, I would like to have you look at chart 3. In years past, our 
mail payments were subsidy payments, and that has been so far re- 
duced, and the subsidy has been broken out to the point where airmail 
has become the Government’s most profitable mail service. 

Back in 1938, we took 6.88 cents out of the average payment for 
each airmail letter, and the Government got forty one-hundredths of 
acent. In 1956, the Government gets 6.06 cents and we get 1.06 cents 
for moving the average airmail letter. 

I should point out that the figures shown on the chart may look 
confusing, because you are accustomed to the 6-cent stamp. Actuall 
the Government, on the average, gets higher than 6 cents for oak 
letter, in view of the fact that some letters are heavier than the others, 
so the yield to the Government in 1956 is 7.12 cents. Of that, we get 
1.06, the Government gets the rest. 
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So much for the direct subsidy. 

As far as the airline competitive position with the railroads is con- 
cerned, they are competing, as far as 95 percent of the business is 
concerned, with unsubsidized carriers. 

Now, two other fields which the railroads have discussed and others 
have discussed as a possible area of airline subsidy—airport rentals 
and landing fees. 

It has been argued that the airlines pay too little for the use of the 
airports. Actually, there is no subsidy here at all. The airlines enter 
into agreements with the airports for the use of their service. These 
agreements pay an amount for the landing on the airport, and stand- 
ard rentals for the use of the hangars and terminal buildings. 

Those are arms-length bargains entered into between the airlines 
and the municipalities, and you can be sure that the municipalities 
are not giving away anything since they are bargaining from a monop- 
oly position, they are bargaining from the standpoint of the fellow 
that has all the facilities there are in that particular city. And we 
who are bound by statute to serve it are faced with that kind of a 
bargaining position. 

Teiator Sdaatirben.: Mr. Tipton, I would like to ask you this 
question. 

you have, or has your association made any studies about what 
these costs to the airlines, at all the major airports, amount to? 

Mr. Treron. We have made a study of that, and it is a little diffi- 
cult to do, because in our reporting system, rentals for everything are 
included in one account, but in breaking those out, we did the best we 
could, and it appears that during 1957, our total payments for air- 
ports were in the neighborhood of $24 million. 

Now, that happens to correspond almost exactly to the net profit 
of the industry last year, but that is our best judgment on the total pay- 
ments for the airports. 

Senator Scnorrren. Thank you. 

Mr. Treron. The payments have been going up. Actually, the 
problem for the air transport industry is not the question of paying 
too little. It is going to be the question of paying too much, because 
of the monopoly position that the airport operators have. 

In a larger airport, our fees for each landing went up from 4.4 
cents to 16 cents per 1,000 pounds in the oe 10 years. At a medium 
sized city, 3.3 cents to 8.8 cents. In a smaller one, 3.3 cents to 9.4 cents 
per 1,000 pounds. 

They charge us on the basis of so many thousand pounds per land- 
ing. If you land a DC-3, you land at 25,000 pounds, so it is 25 times 
the figure I stated here. The larger planes are many times higher. 
So that those figures in this past decade, in the case of the large air- 
ports, have multiplied almost 4 times, and the medium one more 
than twice, almost 3 times, and in the quite small one, up 3 times. 

Those we regard as typical examples of what is happening in the 
payments for the use of fields, and we see no termination to that par- 
ticular movement. 

We are encountering all over the country large:demands for addi- 
tional payments, particularly arising out of the jet transport develop- 
ment, or anticipated development. 
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Now, the third item many times referred to as being a subsidy of 
the airlines are the airways. This committee has studied that on 
many occasions, the last time, last year. We have a high degree of 
concentration on our airways system. 

At the present time, I think we can fairly regard the 2-cent gaso- 
line tax paid by the airlines as a payment for the use of the airways, 
since the corresponding tax imposed upon surface vehicles is a user 
charge for the use of the highways. 

At the present time, we are paying 2 cents. That yields to the 
Government about $25 million a year. That will be a constantly ris- 
ing figure, even though the rate does not change at all, because our 
gasoline, our fuel consumption is going up markedly in the years to 
come. 

It has been rising each year for many years, and as we put turbo 
props and jets into service beginning this fall and continuing at a 
constantly increasing rate, that gasoline consumption will increase @ 
great deal. 

We expect it to increase, I believe, by 1962 to about $57 million, so 
that those are our payments for the airways at the present time. 

There has been a suggestion made to the Congress by the Depart- 
ment of Commerce that the airlines pay an additional amount for user 
charges. The Department has not brought forward the studies on 
which they have based their conclusions, but reviewing them as best 
we can, without seeing them, it appears that they have vastly over- 
stated the amount that airlines should be required to pay. 

Actually, the position of the Air Transport Association and the po- 
sition of the American Association of Railroads is not greatly dif- 
ferent in principle here. The board of directors of the ATA, I 
think 7 years ago, adopted this statement of principle about user 
charges. 

In the case of domestic air transport, it is felt that in a country 
made strong by the principles of independence and self-reliance, policy 
should be aimed at the ultimate payment of user charges sufficient to 
cover the user’s fair share of building and maintaining the Govern- 
ment facilities they need to use. 

Now, that is representative of the air; that represents the air trans- 
port industry’s policy here, but of course as the committee recognizes, 
that doesn’t solve the problem entirely, because then the debate begins 
as to what is the industry’s fair share. 

Now, I want to point up only two thoughts here. This is a subject 
on which I hope this committee will devote a great deal of attention 
and hear us at length, but I want to say just two things at this point. 

First, in looking at the airlines’ share of the cost of the airways, it 
must be recognized that the airlines are a minority user. There are 
60,000 corporate and private aircraft; there are 30,000 military air- 
craft; there are 1,800 airline aircraft. That is one measure. 

Second, a thing that must be taken into account is the extraordinary 
priority use of the airways system by the military. There, again, is a 
subject that takes a great deal of time to discuss, and I can only refer 
to 1 or 2 instances. 

The military are entitled to priority on the airways when they 
present to the CAA, that runs them, reasons for operating a priority 
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movement, such as fighters, bombers, that sort of thing that require 
a priority and the airways in order that it may be properly organized. 

Many of those priorities are issued every day. When those priorities 
are issued, they take the altitudes that would otherwise be available 
to airlines. Airlines can sit on the ground and wait for them to go 
through. With that, we can’t complain, needless to say. If they need 
the priority, they need it. 

But what it does mean is that airlines are second-class users on the 
airways, and we would hope that neither the Department of Com- 
merce nor the administration nor this committee would require us to 
pay first-class rates. And it sounds as if the Department of Com- 
merce has recommended that we do just that, that they have ignored 
the extraordinary priority use already being made of the airways 
system by Government aircraft. 

There is much to be said on the subject of user charges and, as I 
said, I think it is a major question of transportation policy which I 
would hope this committee would go into when the recommendation 
on the report of the Department of Commerce comes to Congress. 

We would hope that the committee would go into it, and give us 
an opportunity to present the very extensive studies we have made of 
the subject in order that when we establish a user charge system in 
addition to the one we have, or different from the one we have, that 
it be done right, and based on sound transportation principles. 

Now, that concludes my statement, Mr. Chairman. I want to thank 

ou ey much for giving us this opportunity to speak at such great 
engith. 
enator Scuorrret, Mr. Chairman, I merely want to inject in the 
record that I regreat that the executive session of the Agricultural 
Committee which ran all through yesterday and through not too long 
ago, prevented me from being at the hearing earlier today. 

I may have some questions, Mr. Tipton, after I read your entire 
statement, and I would be glad if I submit those to you if I can get 
your answers for the benefit of the record. 

Mr. Trpron. We would be pleased to have that opportunity, Senator. 

Senator Smatuers. Mr. Tipton, would you say as a general prop- 
osition it would seem to you that the railroads in dealing with the 
Postmaster General should be treated as fairly as any other mode of 
transportation ? 

Mr. Tipton. They surely should. 

Senator Smaruers. In other words, you think all modes of trans- 
portation should be put on relatively the same basis in dealing with 
the Postmaster General ? 

Mr. Trreron. It seems to me that is right. The airlines and rail- 
roads should get a fair price for moving the mail, no more, no less. 

Senator Smatuers. Thank you very much, Mr. Tipton. 

As usual, your statement is constructive, lucid, and very helpful to 
the committee. 

Mr. Treron. Thank you, Mr. Chairman. 

Senator Smatuers. The next witness is Mr. Clayton L. Burwell, 
general counsel of the Independent Airlines Association. 

Mr. Burwell. 
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STATEMENT OF CLAYTON L. BURWELL, GENERAL COUNSEL, 
INDEPENDENT AIRLINES ASSOCIATION 


Mr. Burreti. Mr. Chairman, I want to express the gratitude of the 
association for the opportunity to appear here. 

We have previously submitted a 6-page statement of remarks I 
would like to paraphrase, and with the chairman’s permission I re- 
quest that they be introduced into the record. 

Senator Smatuers. Without objection they will be made a part of 
the record. 


(The statement referred to is as follows :) 


My name is Clayton L. Burwell. I am general counsel of the Independent 
Airlines Association, Washington, an organization of supplemental and contract 
air carriers. 

We appreciate this opportunity to be heard before your subcommittee. We 
have followed with some interest the testimony of the railroad and trucking 
witnesses, and are pleased to add what we can to the subcommittee’s informa- 
tion and understanding of various transportation problems. 

To touch on issues already raised by previous witnesses, we wish to say, 
first, that we agree that no carrier should be required to maintain costly services 
that produce nothing but continuing deficits. If the railroads abandon certain 
routes there is always the possibility that air carriers can fill the gap successfully 
and profitably. 

On other matters, we express our general agreement with the proposal that 
transportation excise taxes be repealed and our general opposition to the im- 
position of so-called user charges. If the purpose of the excise taxes is to dis- 
courage transportation, then this is no time for the accomplishment of such an 
aim. The user-charge issue is undoubtedly a complicated one, but we see in it— 
wholly aside from the merits—a big problem of administration since both military 
and civilian aircraft are inseparably tied up in the use of the same facilities. 

Section 22 of the Interstate Commerce Act has been discussed at length 
before this subcommittee. The independent airline industry is quite familiar 
with this provision of law which authorizes surface transportation free or at 
reduced rates for the Government. Historically there was considerable justifi- 
cation for this provision. Our objection to it has been its misuse as a distructive 
competitive device against other modes of transportation. As you know, cer- 
tain section 23 practices of the railroads were the target of an antitrust damage 
suit filed by certain independent airlines last year. These practices have been 
declared illegal per se by the United States Court of Appeals for the District 
of Columbia Circuit in case 14053, February 25, 1958. 

We feel that section 22 should be amended in such manner as to prevent its 
use as a destructive competitive device. We have no specific language to sug- 
gest at this time. One safeguard that could be built into the section is a require- 
ment for 30-day notice of section 22 quotations. This would overcome in large 
measure the detrimental effect of variable “spot” bids under section 22 by the 
railroads—a device which has cost our carriers many millions of dollars and is 
one of the practices complained of in our lawsuit. 

In effect, section 22 allows the railroads to have 2 sets of tariffs, 1 for the 
Government and another for ordinary commercial traffic. One of our problems 
is, bound by a single filed tariff for all traffic, we have had to file lower tariffs 
to recognize the volume and special considerations of military traffic, which is 
our greatest market. This means that on civilian charters we have to abide by 
the same low tariffs for a custom made service without compensatory volume. 
This is not a problem that faces the railroads in dealing with the Government 
on one hand and civilian customers on the other. 

One solution to our problem in this field would be to give the supplemental 
airline industry a like privilege. Let us give the Government the advantage of 
reduced rates but avoid penalizing us in dealing with commercial charterers to 
whom we are selling a different type of service. This could be accomplished by 
amending the Civil Aeronautics Act to give air carriers a “section 22” provision, 
but again with similar safeguards against cutthroat competition. 

Another issue discussed by previous witness was the carrying of the United 
States mails. We think the supplemental airline industry can unquestionably 
render a service to the Post Office Department in the transportation of bulk 
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mail and parcel post. This should be done by contract, over selected routes, on 
a scheduled basis, and by any regulated air carrier. There is ample precedent 
for this in the so-called Logair contracts between commercial air carriers and 
the United States Air Force. In these contracts so many airplane-miles at such 
and such a rate are provided for, and cargo is transported domestically on 
schedules set by the Air Force. 

It appears to us that such a postal airlift would help materially in reducing 
— ottice costs and would help provide the improved postal service so necessary 

ay. 

We believe the Post Office Department should be not only authorized but di- 
rected to negotiate such contracts. 

From here on I will discuss matters that are not particularly the province 
of your subcommittee. They are specific industry problems, most of which are 
of interest to the full committee, and we raise them here in the understanding 
that your subcommittee has no objection to a simple reference to them. 

The Aviation Subcommittee has held hearings on 8S. 1977, which clarifies 
and strengthens the authority of the Civil Aeronautics Board to issue limited 
certificates. In our opinion this bill should be reported favorably. We take 
the position that CAB already has the authority to issue “limited certificates,” 
since every certificate the CAB has ever issued has been limited in someway— 
if only in specifying the terminal points of certain routes. We have made this 
point in oral arguments before the CAB in the Large Irregular Air Carrier 
Investigation, now 7 years old. However, the certificated industry challenges 
this, and would undoubtedly take the issue to court if the CAB should grant 
us limited certificates when it issues its decision. S. 1977 will solidify and 
clarify what we consider CAB’s authority. 

Last year Congress passed Public Law 85-307, which provides for CAB 
guarantee of private loans to local service and Territorial airlines for the 
purchase of equipment. Since equipment is one of the largest of the supple- 
mental airlines industry’s problems, we recommend that- this act be amended 
to include our class of carriers, and extended to include modification of 
equipment. 

The next point probably requires an amendment to the Civil Aeronautics Act. 
We leave it to your judgment. Basically, it involves equality of protection for 
the supplemental airlines as against the certificated airlines. The problem 
arises in this way: In Applying for a CAB exemption to fly more than their 
authorized 10 trips a month, the supplemental airlines must show that the 
certificated airlines are unable to handle the traffic demand. This was done 
last Christmas when two of our members successfully applied for permission 
to run extra flights between New York and Miami and Chicago and Miami. The 
inability of the certificated lines to handle the extraordinary crush of holiday 
travel was crucial to our case. On the other hand, no such showing of inability 
to perform on the part of the supplementals is required of the certificated lines 
when they apply for—and usually get—exemptions to fly more than the maxi- 
mum number of charter flights allowed them under CAB regulations. What is 
needed here, it seems to us, is equality of protection for the supplementals in 
their primary field of operation (charters) with the certificated lines in their 
primary field (scheduled, route type-common carriage). 

Next we wish to state our strong support of CAB Chairman Durfee’s Janu- 
ary 27 statement before the Legislative Oversight Subcommittee of the House 
Committee on Interstate and Foreign Commerce, and suggest that the matter 
may well deserve the attention of both Commerce Committees. 

In his appearance Mr. Durfee stated as part of his presentation: “The policy 
of the Department of Defense not to engage in competition with the commercial 
airlines should be continued and confirmed by legislative enactment.” (Emphasis 
supplied.) A whole series of congressional policy statements in this direction— 
the most recent one from the Senate Appropriations Committee—have been al- 
most wholly ignored, and must be given the force of law as has been done in 
the case of ocean carriers. We believe MATS competition with civil air carriers 
should be of genuine concern to the Committee on Interstate and Foreign Com- 
merce. Apparently, Mr. Durfee believes so too. We would like to see legislation 
spelling out definite limits for MATS operation in purely commercial-type busi- 
ness. We are aware of Senator Monroney’s forthcoming investigation of MATS, 
and we will also raise this matter before his subcommittee. 

Since we have touched on Department of Defense matters, we will conclude 
our prepared statement with brief reference to two other problems in this field. 

It has long been a source of concern to us that the Military Air Transport 
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Service (MATS) insists on cut-throat bidding among air carriers in contracting 
for commercial transportation. Perhaps MATS feels bound by the Armed Service 
Procurement Act; yet we feel an overriding consideration is the national trans- 
portation policy which in our estimation prohibits destructive competitive bidding 


within regulated industry as contrary to the national interest and for good 
reason. 


We believe there is need for legislation resolving any conflict in favor of the 
national transportation policy. 


Finally, we believe the Department of Defense should have authority in the 
procurement of transportation to be able to contract for periods of longer than 1 
year, or to issue letters of intent which would accomplish the same objective of 
assuring carriers of more extended business if performance is satisfactory. For 
us noncertificated carriers, who need more evidence of status than a temporary 
CAB exemption when dealing with sources of capital, this would mean very much. 

We thank you for this opportunity of appearing before your subcommittee 
to discuss these important problems of transportation. 

Mr. Burwetu. I have with me the director of the association, who 
is an expert on operations, has been in this a great while, so that if 
the committee care to ask him any questions at the conclusion, Mr. 
Patterson will try to help. 

Mr. Tipton in his statement, Mr. Chairman, referred to the trans- 
portation industry as a family. I am sure you know, Mr. Chairman, 
that we are the smallest member of this family. 

Like all small members, we have some problems, and occasionall 
are somewhat neglected by other elements of the family, and I woul 
like to very briefly refer to the association’s position without going 
into any detail, in order to conserve the committee’s time, since I thi 
Mr. Tipton and the railroads have expressed in detail and made rec- 
ommendations on many of these points. 

First off, the association is of course opposed to the excise tax. 

Secondly, I think the association endorses Mr. Tipton’s excellent 
statement on the imposition of user charges. 

Thirdly, we endorse what we understand to be the position of the 
railroads with respect to unproductive segments of their systems, that 
they should not be compelled to serve segments that are unproductive 
and a drag on them. 

Fourthly, the question of section 22 of the Interstate Commerce 
Act, we don’t agree absolutely with our half-brothers, the Air Trans- 
port Association, on that. 

We are aware that this is a subject that this committee has been into 
thoroughly. 

The position of the association is that if the committee desires to 
eliminate section 22 of the ICC Act, we would certainly cheer. If 
the committee feels that is not desirable, we would request that you 
consider this aspect of our problem, that not having a section 22 of 
our own in the Civil Aeronautics Act, with respect to military busi- 
ness, in particular, we are compelled to file a tariff. 

In the ordinary course of business, we try to make the tariff as 
competitive as possible with the railroad’s bids. 

The tariff that we filed there, however, binds us with respect to 
purely commercial charters, and it has been an awful brake on our try- 
ing to develop the field of commercial charters, and the field of com- 
mercial charters is the primary field that the Civil Aeronautics Board 
has assigned to this segment of the industry, so that we suggest for 
your consideration that if the elimination of section 22 doesn’t appear 
desirable, that you give sympathetic consideration to providing safe- 
guards in section 22, such as perhaps a requirement of filing 30 days 
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in advance, to obviate what we regard are restrictive competitive prac- 
tices, and that section 22 as modified to provide these safeguards be 
also accorded us. 

I think Mr. Tipton did not desire a section 22 in the aviation in- 
dustry, but with that proviso, our segment of the aviation industry 
would welcome it. 

As Mr. Tipton ended his statement, the chairman asked him about 
his views on carrying the mail. As I understood his statement, it 
was that everybody should be allowed to carry the mail. 

I am sure Mr. Tipton didn’t include in that statement our segment 
of the industry. I hope he did, because we would like to suggest that 
the post office be authorized and directed to contract for the carriage 
of mail over selected scheduled routes, and that all regulated carriers, 
which would include the association’s members, be permitted to nego- 
tiate for these contracts. 

That is not the case now. We are specifically prohibited by the 
Civil Aeronautics Act, because it is preserved for special certificated 
carriers. 

We feel that this would be helpful to the post office, that if we didn’t 

rovide better service at better prices, we wouldn’t get the business, 
ut we do not relish being barred by law from being considered. This 


— 
anton Smaruers. What does the law say that specifically bars 
you? 

Mr. Burwe wu. Section 401 of the Civil Aeronautics Act, as I under- 
stand it, restricts the carriage of mail to the certificated carriers. Our 
status at the moment is that we are not certificated carriers in the full 
sense of the word, and I want to refer to that later, but are operating 
under exemptions by the Civil Aeronautics Board given in a 7-year 
proceeding called docket 5132. 

Senator Smatuers. Thank you. 

Mr. Burwe.u. This type of operation has in practice worked very 
well in what are known as the LOGAIR contracts with which this 
committee no doubt has some familiarity. Those are freight con- 
tracts between the Air Force and certain private operators for the 
carriage of military freight around from one military base to another. 

It is on a contract basis for a year, or for some extended period 
of time, and it has been the means of saving the military money, and 
has worked out very efficiently. 

We suggest that the similar type of authorization could be of as- 
sistance to the Post Office, and to our members. 

If I may touch very briefly before closing on 1 or 2 matters that 
are not specifically related to the surface problem, but are some- 
what drawn in here, there is the bill S. 1977 on which the Aviation 
Subcommittee has held hearings which clarifies and strengthens the 
authority of the CAB to issue limited certificates. 

The Chairman’s — a minute ago went to the question of 
whether we are certificated. 

The large carriers in this proceeding have contended most bellig- 
erantly that the Board has no authority under the Civil Aeronautics 
Act to — to this segment of the industry a certificate, but can only 
grant them privileges through an exemption. 

We have taken, of course, the contrary point of view. In practical 
terms what it means, Mr. Chairman, is that at best we will live in a 
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twilight zone of respectability, regardless of our accomplishments and 
contributions to the industry, so long as that endures, and it is an 
invitation of course to tack on to a 7-year proceeding before the 
Board another 2 or 3 years’ tour of duty litigating it in our court 
system, so we suggest that if it were possible through legislation to 
clear the Board’s authority to grant a limited certificate to this seg- 
ment of the industry, assuming they think the certificate is warrante 
it would be a great step forward, and we don’t see how it would really 
hurt anybody else. 

Last year, Congress passed Public Law 85-307, providing for the 
CAB guaranty of private loans to local service and Territorial air- 
lines for the purchase of equipment. 

Of course, equipment is one of this segment of the industry’s largest 
problems, and we recommend that this act be amended to include 
our class of carriers which is not included now, regardless of the 
specific merits of our need for equipment. 

Mr. Durfee, of the Civil Aeronautics Board, recently stated the 
following: 

The policy of the Department of Defense not to engage in competition with 
the commercial airlines should be continued and confirmed by legislative 
enactment. 

As this committee knows, there have been a series of congressional 
policy statements from other committees of Congress attempting to 
control by policy statement the degree to which MATS has competed 
with the commercial airlines as a whole. 

Without going into any detail, we suggest the desirability of con- 
sidering whether or not legislation is not required to carry out the 
aims which several committees have attempted to do over the years 
in policy statements, which statements, I don’t think have been heeded 
with any degree of scrupulosity. 

One of the problems, since the military is now and has been for a 
couple of years, the chief customer of our segment is that MATS, 
the Military Air Transport Service, has insisted on a cutthroat type 
of bidding among all the carriers, which we feel is not in accordance 
with the national transportation policy as stated in the ICC Act. 

As a regulated industry, we have of course a ceiling on what we 
can charge, and it would seem, in the interest of the national aviation 
policy and the permanent health of the segment of the industry that 
if the charges to MATS were set by regulation, so that it isn’t a goug- 
ing one, but on the other hand isn’t a destructive one, that may elim- 
inate the industry, and thereby ultimately raise the cost to the Gov- 
ernment that this would be a desirable move. 

Finally, with respect to the Civil Aeronautics Board, there is one 
other problem which may or may not require legislation, but I would 
like to advert to it before closing, and that oe y arises out of docket 
5152, which we hope will be a sort of Magna Carta to our small seg- 
ment of the industry. 

As I have said, the prime role carved out for the industry is that 
of the charter field, and on the one hand, because of the way the act 
is written, there is no protection, really, against the other carriers 
who can do everything else really doing, as a practical matter, as 
much charter work as they want to. 

On the other hand, there are very solid walls against our wander- 
ing into their field, and we feel that if we are to develop the area 
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which they have marked out and in which they have said we would 
be most useful, that there should be some reciprocity in the question 
of who wanders in our field and with respect to whether we can wander 
in theirs. 

In closing, one more comment, if I may, on Mr. Tipton’s testimony. 
He referred to the threat, as I believe he called it, of the supplemental 
air carriers presently enjoying an exemption to make only 10 trips 
per month between certain points. 

Either the chairman, or one of the other Senators, asked him, as I 
recall it, whether or not he had any figures about how grave a threat 
this — and he er and quickly conceded that it was small 
now but could grow in the future. 

I don’t have specific figures, unfortunately, at hand, but that has 
been in operation under exemption for 2 or 3 years, and the best judg- 
ment Mr. Patterson and I have—and we could attempt to get more 
precise figures—is that only approximately 15,000 people in the course 
of about 3 years have been carried, so that I think you can well see 
that we are about as much threat to his $1,400 million a year as a fly 
is perhaps to an elephant. 

ith that, I want to thank you again, Mr. Chairman, for the oppor- 
tunity to come down, and I might say I will be glad to answer any 
questions that might be helpful. 

Senator Smatuers. Thank you very much, Mr. Burwell. 

The next witness is Mr. Joseph P. Adams, a former member of the 
Civil Aeronautics Board, itself, and now executive director and gen- 
eral counsel of the Association of Local Territorial Airlines. 

We are always glad to have Mr. Adams here, and will listen to 
his suggestions. 


STATEMENT OF JOSEPH P. ADAMS, EXECUTIVE DIRECTOR AND 
GENERAL COUNSEL, ASSOCIATION OF LOCAL & TERRITORIAL 
AIRLINES 


Mr. Apams. I apologize for my voice, which I realize can be very 
annoying in its condition, but due to the conservative staffing policy 
of the association that I represent, were I not to come here today but 
to stay in bed, there would be nobody to present the statement, and I 
appreciate, Mr. Chairman, if we might have the 7 pages of the state- 
ment included in the record, and then I would like to read the intro- 
duction and then I will shorten the presentation by oral comments 
and make myself available. 

Senator Smatuers. Without objection, we will make the full state- 
ment a part of the record. 

Mr. Apams. My name is Joseph P. Adams. I am executive director 
and general counsel of the Association of Local Territorial Air- 
lines with headquarters in Washington, D. C. Its membership repre- 
sents a voluntary nonprofit association whose members are pledged to 
improve passenger travel, reduce subsidy and strengthen member air- 
line finances. 

My appearance is in response to the invitation of the chairman of 
the committee, issued Thursday, February 20, to air carrier repre- 
sentatives to appear to discuss solutions for problems confronting the 
airline industry and to comment on suggestions for legislation made 
by others. 
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Specifically, I wish to address my remarks to one of the affirmative, 
curvative measures of legislation proposed by Mr. Daniel P. Loomis, 
president, Association of American Railroads, in testimony before 
this committee; namely, an additional legislative grant to the Inter- 
state Commerce Commission in the field of train service discontinu- 
ance. In my opinion, of all the railroad proposals made to this com- 
mittee, this subject of train service discontinuance is the one of — 
mutual economic potential to both the railroad industry and the local 
service airline industry. To develop this position it 1s necessary to 
quote from the testimony of Mr. Loomis as follows: 


TRAIN SERVICE DISCONTINUANCE 


I should like to turn now briefly to another problem also involving questions 
of regulatory policy. I referred earlier in my statement to the serious decline, 
especially in recent years, of railroad passenger services. This decline, com- 
bined with sharply rising costs, lies at the heart of the passenger-service deficit 
which is currently the subject of investigation by the Interstate Commerce 
Commission, in cooperation with the railroads, under docket No. 31954. Accord- 
ing to the Commission’s methods of cost segregation and apportionment, this 
deficit in 1956 amounted to $696,938,000 and deficits of similarly large proportions 
have been shown for every year in the past 10. There continues to be disagree- 
ment with respect to these deficit figures and the procedures used in deriving 
them. 


Consequently, other approaches to the extremely difficult costing 
problems involved are.being carefully studied. It may be that close 
determination of the costs of conducting passenger services in conjunc- 
tion with freight services is inherently impossible and, also, that the 
conditions of operation and service of the several railroads are so 
distinctly different from each other that there can be no master costing 
formula of universal applicability. However, there can no longer be 
any doubt that for some, at least of the large passenger-carrying rail- 
roads, the deficits are of large dimensions and constitute a most serious 
problem. 

Over a period of years, with substantially increased momentum in 
the post World War II years, a “transportation revolution” has taken 
place. This transportation revolution has made available to the 
American public, when traveling for recreation or business purposes, 
transportation by private automobile, by intercity bus, and by air- 
plane, in addition to transportation by rail. The Nation’s require- 
ments for rail passenger service have been radically altered by the 
availability, convenience, and, in no small measure, the superficial 
economy of travel by subsidized competing forms of carriage. 

The change that has taken place in the Nation’s requirements for intercity 
rail passenger service must receive full recognition in any intelligent appraisal 


of the problem. In its appraisal and in its efforts to alleviate the burden, rail- 
road management is not free to apply established business and econemic prin- 


-ciples. Management is not free, for instance, to discontinue trains that do not 


pay their out-of-pocket costs or to discontinue stations and agencies where 
business and revenues indicate an absence of public need. 

Generally speaking, such matters are subject to approval of State regulatory 
commissions and authority for such discontinuances or abandonments must be 
obtained within the scope of statutes or procedures under which those State 
commissions operate. In a word, determinations of railroad management, dic- 
tated by loss of patronage and economic principles, are subjected to public 
questioning. In most instances the segment of the public so questioning is 
principally, if not wholly, concerned with local aspects, including local civic 
pride. The broad public interests in the well-being of a transportation system 
extending far beyond the local confines tends to be lost by the very nature of 
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the issues raised. State statutes under which regulatory commissions operate 
generally pay no service to a national transportation policy and local pressures 
become substituted therefor. I do not intend to be critical of State commis- 
sions in this respect. Most of them do the best they can, and some exceedingly 
well, under the statutes, procedures, and pressures within which they must 
operate. 


We believe the situation could be greatly improved and the national trans- 
portation policy would be furthered if jurisdiction were given to the Inter- 
state Commerce Commission in the field of train service discontinuance or con- 
solidation and the discontinuance or consolidation of stations or agencies similar 
to the jurisdiction it now has over intrastate rates under section 13 of the In- 
terstate Commerce Act so that it may deal with such matters that impose an 
undue burden on interstate commerce. 

It would seem that this would protect and further the broad public interest 
in a sound transportation system and prevent undue importance being attached 
to matters of a local nature. In considering abandonment or discontinuance of 
stations and station agencies, economies realized are not confined to passenger 
operations alone but would be reflected in freight operating costs as well. 

I would like to repeat that in my opinion this specific recommen- 
dation for legislation is inherently of the greatest advantage to both 
the railroads and the industry I represent. 

Over 11 years, the last 11 years, the deficit of the passenger-carry- 
ing railroads has been 80 percent of their net income, and since 1947 
to January of 1958, the loss of the passenger-carrying railroads, the 
class 1 railroads, has been $61, billions. 

Now, when your committee considers the merits of this railroad 
proposal, it will naturally be most concerned with the public interest 
of the travelers and any inconvenience they might suffer by reason 
of this broader authority on the part of the ICC to permit trains dis- 
continuances, 

I am particularly interested in making a record that will indicate 
to this committee and Congress that in most areas, the traveling pub- 
lic who might lose their railroad service by reason of this proposed 
legislative grant, will, in all probability, receive superior transporta- 
tion from the local service airlines now serving the area. 

The contribution of our local service airlines to the overall public 
welfare of the United States has in recent years been so conclusive 
as to be no longer debatable. The volume and quality of service 
afforded the 4,235,921 passengers transported in 1957, primarily to 
and from the medium and small size communities of the United States, 
leaves no doubt that the local service air carrier industry is in the truest 
sense of the term, a public service industry. 

Today, these 13 regional short-haul air transportation companies 
provide service to 478 towns and cities, some 261 of which are served 
exclusively by these small business airlines. 

.-It is the area of short haul transportation that the local service air- 
lines have made their phenomenal development in the postwar years 
and it is in just this field of transportation that the railroads have 
suffered their greatest traffic and economic deterioration. High- 
lighting the true short-haul nature of the local service carriers I offer 
some statistics for the calendar year 1957: 

The average passenger journey was 181 miles. 

The average miles per hour was 144.9. 

The average length of hop was 82.7 miles. 

The average hop time was 34 minutes. 

The increase in revolution per minute, 57 over 53, was 121.6 per- 
cent. 
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The total of all flights was operated at a performance factor of 
96.7 percent. 

The airplane load factor was 49.9 percent. 

The load factor of approximately 50 percent is most important in 
consideration of this request of the railroads to relieve themselves of 
millions of dollars of costs in the highly uneconomic operation of 
short-haul passenger trains. To the extent that the passengers los- 
ing train service under a speeded up discontinuance of trains by the 
railroads turn to the local-service airlines and increase the present 
load factor on existing flights, there will result a savings of millions 
of dollars in Federal subsidy. 

The proposed legislation, under many conditions of use, could di- 
rectly serve to stem the deteriorating financial position of the railroads 
while at the same time providing a broader and sounder economic 
base for the operation of the local-service airlines. Literally millions 
of dollars, on one hand in a reduction of losses and on the other hand 
in the reduction of Federal subsidies, may well result from enactment 
of legislation granting broader authority to the ICC in the case of 
train service discontinuance. 

Recognizing the disparity between the size of the systems, rail and 
local air service, I realize that discontinuance of train service cannot 
in all instances be replaced by local-service airlines. Here again, how- 
ever, I wish to refer to the phenomenal growth of the local airline 
systems. In a dramatic fashion the Civil Aeronautics Board in a 
press release of February 26, 1958, commenting on the lack of physical 
hearing room facilities, had this to say: 

At 10 a. m. 11 United States Senators, 10 Congressmen, a State Governor, and 
66 applicants tried to jam into 61 seats to hear each other’s arguments involy- 
ing 84 applications in the so-called Seven States Area Investigation. 

While the press release accented a different point, I call it to your 
attention because it highlights the extent to which the pulse of the 
traveling public is beating ever faster in a desire for and in anticipa- 
tion of, extended local air service. 

When was the last time members of the traveling public jammed the 
hearing rooms of the ICC seeking new rail service to new cities, over 
new routes ? 

So much for the passengers. I turn now to a discussion of another 
consideration that this committee has constantly before it in planning 
for an efficient national air transportation system; namely, the needs 
of the postal service. 

I wish now to refer to a recent speech made by the Postmaster 
General, Arthur E. Summerfield, before the United States Chamber of 
Commerce in Washington, D. C., on April 29, 1957: 

Basically, the Post Office can no longer rely, to the extent that it once could, 
on the railroads of the country for carrying the mails between post offices. 
Today there are only 2,600 mail-carrying trains in contrast to more than 10,000 
a quarter of a century ago. Today 70 percent of our post offices cannot be reached 
directly by train connections. 

Consequently, the Post Office is increasingly depending upon airlines and trucks 
to speed the delivery of the mails. 

Today, the small-business local-service airlines are not only exclu- 
sively serving 261 small cities with airmail and air express, they are 
taking part in the Postmaster General’s experiment on airlifting 3-cent 
letters in serving these small cities. 
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Here I shall refer to excerpts of the hearings before the subcom- 
mittee of the Committee on Appropriations, House of Representatives, 
85th Congress, 2nd session, held by the Honorable J. Vaughan Gary, 
Congressman from the Third District of Virginia, pages 180-181 
on the subject: 

Arr CARRYING oF 3-CENT MAIL 


Mr. Alexander (Hon. Hugh Q. Alexander, Ninth District, South Carolina). 
You have been experimenting for a number of years with regular mail carried 
by air. Would you care to discuss that as to cost and whether the experiment 
is working out satisfactorily and just what the situation is with regard to it? 

Mr. Srepte (Hon. E. George Siedle, Assistant Postmaster General). The ex- 
periment has been working out very nicely. It has not been extended. AsI said 
before, there are points where we certainly could make use of it to give the 
people as good service as they formerly were receiving by rail. 

The experiment was initiated with the thought that the cost would be no 
greater than it was costing us to move the mail by surface transportation. There 
was a very careful check made after it had been inaugurated to determine 
whether we had realized that ambition. That check showed the costs were no 
greater; in fact, they were running a bit less than they were when we were 
using surface transportation. 

Of course, at this late date we cannot make comparisons because we have 
nothing to compare with. Some of the trains which formerly carried the mail 
have been discontinued, RPO’s have been discontinued, so you cannot make an 
accurate comparison of costs today. But you can look at it this way and con- 
clude that, if anything, the cost by air has become even more favorable. For 
rail mail pay has been increased whereas there has been no increase in the 
compensation we are paying to the airlines. 


I place great emphasis on the above statement of costs in connec- 
tion with the transportation of 3-cent mail by air because in many 
communities where the railroads might expedite their train discon- 
tinuance under the proposed legislation now before this committee, 
the Postmaster General would, of necessity transport this mail by 
local-service airlines. 

The substitution of local-service airlines for carrying the mails 
under the conditions described herein would not result in greater cost 
to the Government. Considering that the railroads will reduce their 
losses in passenger mail-carrying trains by millions of dollars, this 
legislation will result in greater revenue for the local-service carriers. 


CONCLUSIONS 


For the reasons stated herein, I believe that: 

(a) Passage of legislation requested by the railroads on the sub- 
ject of train service discontinuance will result in large savings to the 
railroad industry. - 

(6) The passengers, where local-service airlines service is substi- 
tuted for rail service, will receive much improved, more efficient and 
more comfortable transportation than they are receiving today. 

(c) The carriage of the mails, both 3-cent and airmail, where local- 
service airlines are substituted for railroads, will be demonstratably 
ae to the benefits of the business community and the Postmaster 

neral. 

(d) To the extent that passengers displaced by the train discon- 
tinuances use the presently available local-service airlines, the com- 
mercial revenues of the local-service carriers will be increased and 
Federal subsidies reduced. 

(e) this committee and Congress may favorably consider this rail- 
road request for legislation, recognizing full well that the technolog- 
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ical advances being made today by the local service airline industry 
will offer ever increasing, efficient, short-haul air service. Truly, in 
short-haul transportation the air age has arrived. 

My statement proposes to illustrate to this committee, and as a mat- 
ter of record to point out, that today in most areas of the United States 
there is in existence a local service airline network, and that in many 
of the areas where the railroads might seek to effect this train service 
discontinuance, such a discontinuance, if permitted, will result in 
possibly a superior transportation availability for those passengers by 
the local service airlines. 

Now, on page 4 I give you some figures for the entire industry which 
indicate the short-haul nature of the carriers I represent. 

Senator Smatuers. Let me ask you a question. 

Mr. Apams. Yes, sir. 

Senator Smatuers. What you are saying in my words would be 
this, that you believe that if the railroads were permitted to cease or 
discontinue these uneconomical operations, that the effect of it would 
be not only, of course, of benefit to the railroads, but that those few 
passengers which had been previously riding the railroads would, in 
effect, be inclined to board your type of air transportation so that it 
would help your business. 

In other words, while helping the railroads, it would in turn funnel 
a few more passengers into your air service. 

Mr. Apams. Yes, sir. The chairman has ferreted out really the meat 
of this. On these statistics I have here, one is that the average hop of 
all these 4 million passengers on our industry last year was 34 minutes, 
and in distance it was 181 miles. 

Now, that is the type of traffic that the railroads are trying to dis- 
continue. 

Now, then, another fact included in that is the chairman’s fact. The 
airline load factor of the 13 local service carriers for 1957 was 49.9 
percent, so to the extent that the passengers who lose their train fa- 
cility by reason of this proposed legislation, to the extent that those 
passengers are picked up by these local service airlines who are operat- 
ing at 50 percent load factor, to that extent the Federal subsidy is 
directly reduced. 

Now, of course, as I always will do with this committee, I want to 
explain my caveat to the chairman and distinguished members of the 
committee, and that is recognizing the disparity between the size of 
the systems, rail and local air service, I rials that discontinuance of 
train service can’t in all instances be replaced by local service airlines. 

Here again, however, I wish to refer to the phenomenal growth of 
the local airlines, and there, Mr. Chairman, I relate some examples of 
the phenomenal present growth of the local service carriers, which I 
believe are of interest to this committee. 

Now, there is one additional point that goes to Government expense 
that I would like to touch. It is on pages 5 and 6, and that is where 
these trains are discontinued, Mr. Chairman, it now develops that these 
local service air carriers will be able to carry both the first-class mail 
and the airmail at no additional cost to the Government. That is a 
fact that has not been generally understood. 

On page 6 
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Mr. Apams. To the extent that the train service discontinuance 
makes it necessary for the Postmaster General to use the facilities of 
the local service airlines to transport the first-class mail and airmail, 
there will be no additional cost to the Federal Government. 

That statement is derived, Mr. Chairman, on page 6, from a quota- 
tion at the House Appropriations Committee in the past month, where 
Assistant Postmaster General E. George Siedle was being questioned 
by Congressman Alexander. 

Mr. Chairman, if I might just refer to the summation, for the reasons 
that I have stated herein, I believe that passage of legislation requested 
by the railroads on the subject of train service discontinuance will 
result in large savings to the railroad industry. 

The passengers, where local service airlines service is substituted 
for rail service, will receive much improved, more efficient, and more 
comfortable transportation than they are receiving today. 

The carriage of the mails, both 3 cent and airmail, where local 
service airlines are substituted for railroads, will be demonstrably 
improved to the benefits of the business community and the Post- 
master General. 

To the extent that passengers displaced by the train discontinuances 
use the presently available local service airlines, the commercial rev- 
enues of the local service carriers will be increased and Federal sub- 
sidies reduced. 

This committee and Congress may favorably consider this railroad 
request for legislation, recognizing full well that the technological 
advances being made today by the local service airline industry will 
offer ever-increasing, efficient, short-haul air service. 

Truly, in short-haul transportation, the air age has arrived. 

Thank you very much, Mr. Chairman, for the opportunity to make 
this statement. 

Senator Smaruers. Senator Schoeppel, have you any questions? 

Senator Scuorrren. I do not believe I have any questions. 

Thank you, Mr. Adams. 

Senator Smaruers. Thank you very much, Mr. Adams. 

Mr. Apams. Thank you, and I apologize for my voice, sir. I realize 
it doesn’t sound at all well. 

Senator Smarners We have heard many voices worse than that. 

The hearing will stand in recess until further notice. 

(Whereupon, at 3:30 p. m., the committee was recessed, to re- 
convene at the call of the Chair.) | 
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PROBLEMS OF THE RAILROADS 


MONDAY, MARCH 17, 1958 


Unirep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SuRFACE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met in the Senate caucus room at 10 a. m., Hon. 
George A. Smathers (chairman of the Subcommittee) presiding. 

Senator Smaruers. The meeting will be in order. 

This morning we begin the fourth of a series of hearings on the 
general failrond situation. We have heard, of course, from the rail- 
road industry. We necessarily want to hear from all allied trans- 
portation industries. This morning we are scheduled to hear the 
representatives of the water-carrier industry. 

In January, when these hearings began, testimony was received 
from the representatives of the railroad industry, and then during 
the second series of hearings the representatives of the motortruck 
industries were heard, and later on we expect this month to hear 
representatives from the various Government agencies as well as rep- 
resentatives of railway labor. 

This morning our first witnesses are to be the Inland Waterways 
Common Carriers Association, Mr. G. C. Taylor, of the Mississippi 
Valley Barge Line Co., of St. Louis, Mo. If Mr. C. E. Childe, of 
Washington, D. C., and Mr. L. P. Strouble, who is pinch-hitting for 
Mr. Calhoun, will come up, we will let them talk as they would like 
to talk. 

We are delighted to have sitting in this morning Senator Cooper 
of Kentucky. Senator Cooper, we are glad to have you. 

Senator Coorrer. Senator, I have been asked by the Ohio Valley 
Improvement Association, and particularly by Mr. William J. Hull, 
chairman of its legislative committee, to file a statement of the associ- 
ation opposing waterway user charges. 

The Association asked that its statement be made a part of the 
permanent record of your subcommittee hearings. 

Senator Smaruers. Without objection. 

(The letter and statement follow :) 


UNITED STATES SENATE, 
COMMITTEE ON RULES AND ADMINISTRATION, 


March 4, 1958. 
Hon. GreorGcrt A. SMATHERS, 


Chairman, Surface Transportation Subcommittee, Senate Interstate and 
Foreign Commerce Committee, Washington, D.C. 


Dear SENATOR SMATHERS: I take pleasure in transmitting, for the use of the 
committee, 50 copies of the statement of Mr. William J. Hull, chairman of the 
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legislative committee of the Ohio Valley Improvement Association, opposing 
waterway user charges. The statement made on behalf of the Ohio Valley Im- 
provement Association summarizes clearly the arguments against imposing such 
charges. 

I no aware that your committee is considering the economic condition of the 
country’s railroads, I hope that you will be able to develop appropriate measures 
which will be helpful to the railroads, which are an essential part of our trans- 
portation system. 

I do not, however, believe that it would be good for the Nation’s economy and 
development, to impose charges upon water transportation. 

I am very interested in this matter and I would appreciate your staff keeping 
me advised as to its status. 

The Ohio Valley Improvement Association desires that its statement be made 
a part of the permanent record of your subcommittee’s hearings, and I would 
appreciate your incorporating the statement into the record. 

Sincerely, 
JOHN SHERMAN COOPER. 


STaTeMENT oF Witt1AM J. Hutt, OHIO VALLEY IMPROVEMENT ASSOCIATION, INC., 
CHAIRMAN, LEGISLATIVE COMMITTEE 


Mr. Chairman and members of the subcommittee, my name is William J. Hull 
of Washington, D. C. I am chairman of the legislative committee of the Ohio 
Valley Improvement Association, Inc. The association, organized in 1895, is a 
nonprofit corporation of the State of Ohio dedicated to the development and more 
effective use of water resources in the Ohio River Basin, including particularly 
improvement of navigation facilities, domestic and industrial water supply and 
flood control. Its membership includes industries, chambers of commerce, 
shippers, banks, river operators, citizens and civic groups who support its work 
and program, 

The purpose of this statement is to present to the subcommittee the views of 
this association in opposition to waterway user charges recommended by sev- 
eral of the witnesses who recently appeared before the subcommittee on behalf 
of the various railroads. 

This association is keenly mindful of the importance of a healthy railroad 
industry to economic welfare and defense of the Nation. A _ well-balanced 
system of transportation, so organized as to assure to the general public the 
inherent advantages of each mode, is a national necessity. In such a system 
the railroads play a vital part. To the extent that a serious deterioration in the 
economic position of the railroads may be demonstrated, we sincerely hope that 
constructive remedies may be found. 

We here record our considered judgment, however, that the waterway user 
charge proposal put forward by various railroad witnesses would, if adopted, 
not only impose destructive penalties upon water transportation but would 
gravely impair the national economy and in the long run would inflict serious 
injury upon the railroads themselves. The railroads have shared fully in the 
industrial development generated by low-cost water transportation and the great 
bulk of waterway traffic is not, in fact, competitive with the railroads. 

- For a more extensive discussion of the waterway user charge proposal than 
is appropriate here, the attention of the subcommittee is respectfully invited to 
the print of the hearings before a special subcommittee of the Committee on Gov- 
ernment Operations, House of Representatives, 84th Congress, Ist session, held 
in Cincinnati, Ohio, on November 9 and 10, 1955, with respect to the Water Re- 
sources and Power Report of the Commission on Organization of the Executive 
Branch of the Government. In that print, opposition to waterway user charges 
= as by witnesses broadly representative of Ohio Valley interests is set 
orth. 

The railroad witnesses have not put forward a specific proposal as to the 
measure or scope of the waterway user charges which they would impose. In 
the past, however, the railroads have recommended that user charges be limited 
to the inland waterways, excluding the Great Lakes and the ocean harbors, and 
that such charges be sufficient to recover all costs of providing inland waterway 
improvements, including operation, maintenance, amortization of investment, and 
interest. 






5 RINE RE PS MP PR IO ER GTA IN IHN i TE ONE LEN, PEI CA 


ee RSA ARE IES SN IE NOT ADOT ICY RAVER Y © TUTE 





ET ETI PRG IN Sil TS TE TO WI TINT 


RPTL 


sau 


vo seman 


Peet 


| TIAL OL INO GS ON IS 


FRE LILES LE IIT” Pt 


ere 


PLEA LILO TLE CGT IONE ELLA LILI 





PROBLEMS OF THE RAILROADS 1161 


DESTRUCTIVE CHARACTER OF THE USER CHARGE PROPOSAL 


Even if the level of tolls be limited to an amount sufficient to recover only costs 
of operation and maintenance of the inland waterways (as recommended by the 
Hoover Commission in its June 1955 Report on Water Resources and Power), 
such charges would amount to 0.74 mill per ton-mile, nationwide, according to 
the Commission’s estimate. Charges of that magnitude would represent an in- 
crease of 25 to 50 percent in the transport costs of many shippers—a massive 
freight increase with profound dislocative impact. Obviously the inclusion of 
capital costs and interests would greatly increase the charges, inflicting injuries 
still more grave. Under any such proposal, toll rates would rise as volume de- 
clines under pressure from the tolls. Such a measure, with rising tax rates 
against a diminishing source of revenue, is inherently destructive. It is contrary 
to sound economics and commonsense. 

The tolls proposal would destroy the commerce to which the tolls were appli- 
cable. As waterway commerce declined, costs of the residual commerce per ton- 
mile would rise still higher, driving progressively increasing tonnages from the 
waterways. Approximately one-third of all inland waterway traffic consists of 
petroleum, gasoline, heating oil, and other petroleum products. The margin of 
cost between water and pipeline transportation is so narrow that any such mas- 
sive increase in water-transport costs as tolls would impose would drive the 
great bulk of petroleum traffic off the rivers. Loss of one-third of the traffic would 
mean raising the charges on the remainder by 50 percent to achieve the objectives 
of this proposal. 

An increase of 50 percent in the charges against the remaining traffic would 
prove prohibitive for major tonnages of coal, sand and gravel, iron and steel, 
and other commodities. Much of waterway coal movement, for example, serves 
electric utility plants. New utility plants would locate, instead, in the coal- 
mining areas, transmitting current longer distances to market and escaping the 
user charge. Coal-carrying pipelines would be extended. Sand and gravel for 
local road maintenance would be drawn from other sources, inferior in quality, 
but closer at hand. As traffic consequently declined, tolls on the declining ton- 
nages of movement would have to be raised to ever higher levels until the great 
bulk of all waterway commerce had been destroyed. 

In effect, therefore, waterway tolls would mean the end of the major volume 
of river commerce and the waste of the Federal investment of more than $3.4 
billion for construction and maintenance since 1824 of our 29,000-mile system of 
improved waterways. The waste of the enormous investment by State and local 
governments and private citizens in terminals, docks, and port improvements, to 
say nothing of the entire inland waterway fleet, is beyond calculation. 

Nor would this injury be limited to the inland cities. Many great ocean ports 
such as Houston, Mobile, Portland (Oreg.), Chicago, and New Orleans derive 
much of their most profitable commerce from the inland waterways. The destruc- 
tion of so much of their commerce through tolls would result in sharp reductions 
in their income from port facilities and related services. 

It is an unsound revenue measure that destroys the source of the revenue. 


DISCRIMINATION AND ILLEGALITY 


It is assumed that, as in the past, the railroads would limit waterway user 
charges to the inland waterways of the United States, exempting the Great Lakes 
and the ocean ports. On its face, this proposal constitutes a massive discrimi- 
nation against the inland domestic commerce of the United States. And it is in 
open defiance of the fact that approximately 50 percent of all Federal funds ex- 
pended for river and harbor improvements are attributable to the ocean ports 
and the Great Lakes together. 

Under the ports preference clause of the United States Constitution (Art. I, 
sec. 9, clause 6) : 

“No preference shall be given by any regulation of commerce or revenue to the 
ports of one State over those of another * * *.” 

The closely related provisions of the first clause of section 8 of article I require 
that “all duties, imposts and excises shall be uniform throughout the United 
States.” Thus the rule of liability to tax must take no account of geography. 
Florida v. Mellon (273 U. 8S. 12 (1927) ). 

Under these prescriptions, it seems clear that Congress may not levy a tax 
on the movement of goods by water into such States as Tennessee, Arkansas, 
Missouri, Iowa, Nebraska, Kentucky, and West Virginia which have no ocean 
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ports, and exempt from tax the movement of goods on the Great Lakes and to 
the ocean ports of seacoast States. Knowlton v. Moore (178 U.S. 41). 

While it is, of course, impossible to anticipate the precise terms of any legis- 
lation which may be introduced to implement the railroads’ proposal, and full 
constitutional analysis must await such a bill, if any should be presented, a 
discrimination against the inland waterways through exemption of the Great 
Lakes and ocean ports would probably invalidate any such bill, not only as a 
violation of the provisions cited above but as a deprivation of property without 
due process of law in violation of the fifth amendment. Even if the canons of 
common equity should be defied, the Constitution should afford protection against 
a discrimination so palpably unjust. 

Indeed, under sections 8 and 9 of article I, user charge differentials within 
the inland waterway system itself would be of dubious constitutionality. On 
newly opened waterways, initial traffic would usually be light so that ton-mile 
rates adequate to recover full costs would be prohibitive. But, to set initial 
charges at lower levels would fail to cover costs during the developmental period 
and thus would discriminate against the established routes. 


DISCRIMINATION AMONG THE SEVEN WATERWAY COMMERCE SYSTEMS 





User charges would pose a problem of interport discrimination of insoluble 
complexity. The United States Government improves, maintains and operates 
navigation facilities for seven different waterway commerce systems. Each of 3 
these seven has its own particular problems and needs and, for each, user charges ; 
would interoduce peculiar and distince difficulties, some of which are virtually Hi 
insurmountable. Yet, because these seven are actively competitive and inter- 
twined with each other, user charges cannot be imposed on any one of them 
without rank discrimination against the others. 

The seven waterway commerce systems, as defined by the United States Corps 


of Engineers, are as follows: ' 

Waterway commerce systems Tonnage : 

1. Foreign waterborne commerce: earried (1955) : 

Be II ITD TN i cesencgcics enh enttinsis nian ences ima 239, 680, 000 5 

(bd) Overseas, Great Lakes ports......._......--_.---_._.- 535, 000 & 

(ce) Ganedian, .via-Great Lakes..............-+...6......2.. 30, 834, 000 yi 

2. Domestic commerce via Great Lakes___..________-_____________ 184, 809, 000 

8. Domestic oceanborne commerce (coastwise and intercoastal)_.. 195, 718, 000 : 

4. Intraport (between arms or channels of a single port) .-_____-_ 52, 901, 000 4 

5. Local (within a single arm or chanel of a port)_.-.-_-___-____ 59, 962, 000 ; 

6. Internal (inland, between ports)..-.....-_--_____-___________ 249, 693, 000 ' 
7. Intraterritory (between ports of a single territory or possession). 1, 951, 000 


i The advocates of user charges typically evade the issues posed by these seven 
systems of waterway commerce by ignoring them, yet in the practical imposi- 
tion and administration of user charges, these issues would have to be met in 
their concrete reality. 

With regard to the first, that of foreign waterborne commerce, two classes of 
shipping are involved: that of the American merchant marine and that of 
foreign ship operators. User charges cannot be imposed on the latter without 
violating solemn treaty obligations with foreign nations or, if these treaties 
were to be repudiated, without inviting retaliatory toll charges against Ameri- 
can ships in foreign ports. Yet, user charges could not be imposed on the 
American merchant marine for the use of American ports without placing them 
under a severe handicap. 

With respect to foreign commerce in Great Lakes ports, the same problems 
must be faced. This commerce may be expected to multiply many times with 
the completion of the St. Lawrence seaway. On the other hand, user charges 
against domestic commerce on the Great Lakes would place this commerce 
under a handicap in the competition for new port facilities, supplies, and labor 
with toll-free commerce using the same ports in foreign trade. Under com- 
pletion of the seaway, port congestion and active rivalry for limited facilities 
must be expected. 

Tolls on domestic oceanborne traffic (coastwise and intercoastal), exclusively 
by law the province of the American merchant marine, would place this move- 
ment under a handicap. In the movement of general cargo, it is already in a 
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state of stagnation, and tolls would tend to divert further the American mer- 
chant marine from domestic to transoceanic trade. 

Tolls on intraport and local traffic would place under a serious competitive 
handicap those complex ports, such as New York and San Francisco, which are 
composed of many interrelated waterfronts. Because much of this traffic con- 
sists of interchange movements between inland and foreign commerce such as 
the rail car-float service in New York Harbor, tolls on these movements would 
place a burden on domestic export and import services. 

Tolls on internal waterway movements would cause serious competitive dis- 
locations. These would be particularly destructive if they were imposed only 
on the rivers and canals, exempting the Great Lakes and seacoast harbors. 
For example, the movement of bituminous coal from the southern Appalachian 
fields by rail to Toledo and thence via the Great Lakes to Chicago is directly 
competitive with coal movements from the same mining area by way of the 
Ohio River, the Mississippi, and the Illinois Waterway. This competition 
will be even more highly activated by completion of the Calumet-Sag project at 
Chicago. As another example, the movement of petroleum by ocean tanker from 
gulf ports to the North Atlantic coast places the refining industry of the At- 
lantic coast in direct competition in northeast markets with the Middle-Western 
refiners dependent on barget transportation of petroleum up the Mississippi and 
the Ohio Rivers. These examples could be multiplied. If user charges were 
to be imposed on the inland waterway system and not on the others, serious 
competitive dislocations would result in a number of industries. Such tolls 
would be an outrageous discrimination against those firms located on the inland 
waterways. 

But even if user charges were to apply to all waterway systems, differentials 
in cost of maintenance and operation would likewise precipitate shocking com- 
petitive maladjustments within a number of basic industries. In addition, the 
differential impact on particular ports, both oceanic and inland, and particular 
regions of the country would be correspondingly severe. 

With regard to intraterritorial movements by water, such as that between 
ports of the Hawaiian Islands or of Alaska, this too is domestic waterway trans- 
portation. There would appear no distinction in principle or in practical admin- 
istration between a user charge on these movements and one on domestic trans- 
portation within the continental United States. The advocates of user charges 
have ignored these complex and manifold problems. 

The problem of drawing a line between the respective commerce systems has 
yet to be faced realistically, but it is clear that no line can be drawn without 
on the one hand involving the Nation in a complex problem of treaty revision 
and, on the other, precipitating extreme and destructive competitive dislocations 
within the domestic economy. 

The latter is the horn of the dilemma on which the railroads have in the past 
chosen to impale themselves. Actually, it seems probable that even if the user 
charge program were initially limited to the inland waters, the resulting in- 
equities would be so severe as to force extension of the system to the Great 
Lakes and ocean ports for the improvement of which large Federal expenditures 
have been made, with large additional expenditures in prospect for the Great 
Lakes ports and connecting channels in line with anticipated traffic needs. 


DISCRIMINATION AGAINST THE SOUTH 


Waterway tolls would establish a serious interregional discrimination. Tolls 
would be especially damaging to the South. To a remarkable degree, the Ameri- 
can inland waterway system is a southern system. Industries in the Southern 
States have long been handicapped by higher rail freight rates than those their 
ecmpetitors in the North have had to pay. This has been one of the factors 
contributing to retarded economic growth and lower income levels in some of 
these States. Partially offsetting this, water transportation has been the foun- 
dation of much of the industrial growth in the South since the end of World 
War II. 

Tn 1955, 58.3 percent of all the freight hauled on the American inland waterway 
System moved on southern waters. The following table compiled from reports 
of the United States Corps of Engineers, details this fact. 
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Net tons carried on inland waterways (domestic, inland, excluding Great Lakes), 


1955 
Net tons Percent 

Southern Mississippi and tributaries (St. Louis south, including Ohio River, 
but excluding Allegheny and ew See ate eae ntas Snateakaseaue 1 90, 733, 508 j..........-. 
eee Pn PON CLE! ale sas od i ck bens cwmwencens 0 ON ie e203. 
Black Warrior-Tombighbeo system......................-.....-.-.+-.-.------ I cts bien nae 
I hen a ee tite ccndseekaecenden’ 145, 333, 593 58.3 
MI SS So Ces est sai icdevescacinntiond 249, 693, 298 100.0 


1 Ohio River traffic is included as “southern’’ because, except for a short upstream reach within the State 
of Pennsylvania, the river falls entirely within the States of Kentucky and West Virginia, whose boundaries 
extend to the north bank of the river. Furthermore, most of the traffic on the Ohio River originates or ter- 
minates in Southern States. 


By contrast, total tons of freight moved by rail in the southern district 
(east of the Mississippi and south of the Ohio Rivers) in 1955 amounted to only 
25.1 percent of the national total. The differential impact of tolls on the south- 
ern economy would compound its historic disadvantage with respect to rail 
freight rates. 

The destructive impact may be better appreciated by considering specific 
southern localities. Industrial growth of recent years has concentrated around 
such waterway cities as New Orleans, Baton Rouge, and the gulf coast region 
of Texas, moving chemicals and petroleum products on the Mississippi and 
over the Gulf Intracoastal Waterway. The iron and steel industry of the 
Birmingham region has become progressively more dependent on low phosphorous 
iron ore of high ferrous content from Venezuela, brought up the Black Warrior 
River. The new chemical and aluminum industries of West Virginia have 
taken root on the Kanawha and Ohio Rivers for access to waterborne mate- 
rials and low-cost electric power derived from barge deliveries of coal. Water- 
way navigation is a vital feature of the development of the Tennessee Valley and 
the neighboring Cumberland Valley, both tributaries of the Ohio. The southern 
Appalachian coalfields of eastern Kentucky, southern West Virginia, and Vir- 
ginia, long subject to underdevelopment and low income standards, have derived 
tremendous benefit from the shipment of bituminous coal on the Ohio River 
to newly established and growing industries, both upstream and downstream. 
From 1950 to 1957, the counties bordering the Ohio River and its navigable tribu- 
taries have been the seat of a phenomenal industrial expansion, representnig an 
investment, made or announced, of some $14 billion. The waterways have been 
the salvation of the South, and user charges would depress their outlook for 
income standards consistent with national levels. 


THE SOUTH AT THE THRESHOLD OF PROSPERITY 


Through industrial development, the South has reached the threshold of full 
participation in the American standard of living. While per capita income 
increased throughout the United States from 1950 to 1955 by 24.2 percent, in 
the east south central States it increased by 30.4 percent. Along the waterways, 
income levels have been especially improved. For example, while in 1955 per 
eapita income of the east south central States as a whole was $1,175, in the 
counties of the State of Kentucky bordering the Ohio River it was $1,483. The 
impact of industrial growth on income levels is not immediate. It requires time. 
After the establishment of basic industries such as steel, chemicals, and alumi- 
num, the development of satellite industries and service and commercial facili- 
ties must take place for the full realization of economic potentials. While in 
1955 the per capita income of the Ohio River counties of Kentucky had 
reached $1,483, that of the Nation as a whole was still ahead at $1,847. The im- 
position of user charges on southern waterways would lend strength to northern 
and eastern competition and obstruct the climb to higher income standards in 
the very process of realization. 


IMPAIRMENT OF THE FEDERAL TAX BASE 


Through their stifiling effect on incomes and the tax-paying capacity of the 
community, user charges would impair the Federal budget and cut revenues. 
The user charge, itself, is a straight excise tax. As such, it is particularly regres- 
sive in character. Through its effect on the costs of commodities moved on the 
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waterways, such as gasoline, coal for electric power, and automobiles, it bears 
more heavily on small incomes than on large ones. But, its most vital defect is 
its propensity to cut the tax base. 

Outlays by the Federal Government for improvement, maintenance, and oper- 
ation of the inland waterways are a self-liquidating investment. By opening 
the door to industrial and commercial growth, they expand the tax base and 
increase Federal revenues. During the period from 1950 to 1957, some $14 
billion of investments in new or expanded plant facilities in the counties border- 
ing on the Ohio River and its navigable tributaries were made or announced. 
During this period, aggregate personal income and employment tax collections 
for the Ohio Valley increased by 138 percent’ in contrast to only 115 percent 
for the Nation as a whole. On a per capita basis, personal income and employ- 
ment tax revenues in the Ohio Valley went up by 126 percent during this period, 
while the per capita collection for the entire country increased only 96 percent. 
Indeed, if the per capita revenue from these taxes had increased in the Ohio 
Valley no faster than the national average, the Internal Revenue Service would 
have collected $473,708,980 less from the Ohio Valley than it actually did. As 
the industries and commercial developments of the waterway communities 
become better established in the markets represented by this income base, other 
categories of Federal revenue will likewise show improvement. 

The measurable returns to the Nation from its improved waterways repre- 
sent a handsome return on the Federal investment. The whole matter was 
discussed by the Public Works Committee of the United States Senate in its 
report on the omnibus public works bill at the last session of Congress in these 
terms (S. Rept. 168, 85th Cong., 1st sess.) : 

The importance of the system of inland waterways is indicated by the vast 
annual increase in the tonnage and in the variety of commodities that move 
over these waterways. For each ton of freight that uses the improved inland 
waterways there is returned to the Nation as a general benefit a saving in trans- 
portation costs. While these savings may be considered as a prime factor in 
the use of the system of inland waterways, another factor just as important 
is that the improved waterways have, to a large extent, been responsible for 
the growth and the development of the interior sectors of the country. Low 
cost water transportation has enabled the movement of products from the mines, 
forests, and the farms to a widespread consuming area. It has also enabled 
the distribution, as low cost, of semifinished and finished products from indus- 
trial communities that have been established on these waterways to the consumer 
spread over almost the entire Nation * * *. 

“The inland and intracoastal waterways which have been improved by the 
Federal Government have a total length of over 28,000 miles. Much of this 
length, however, represents shallow-draft channels improved many years ago, 
which are no longer of material importance to commercial navigation. About 
8 percent of modern waterborne commerce is carried on 12 waterways with an 
aggregate length of 5,800 miles. These include such waterways as the Gulf 
Intracoastal and the lower Mississippi River with its extension up the Ohio to 
the Pittsburgh area and up the Illinois River to the Great Lakes system at Chi- 
cago. In 1954, traffic on our inland and Intracoastal Waterway system totaled 
82.5 billion ton miles.2 These waterways and the improved barges, tow boats, 
and other equipment of modern waterway operators carry commodities of all 
kinds ranging from crude petroleum to finished automobiles. One modern tank 
barge can carry almost as much as 100 tank cars normally used in rail traffic. 
Estimates show that savings in transportation costs which are passed along to 
the public have been very great and that the system of inland and Intracoastal 
Waterways is returning in such benefits about $3 for every Federal dollar ex- 
pended. 

“The committee has been impressed by testimony as to the increasing use of 
larger and more economic vessels. These vessels with the deeper draft, great 
lengths and beams, have accelerated the need for progressive modification of 
the navigation program. The use of these larger and deeper draft carriers will 
result in eventual betterment of the economy and a lowering of prices to the con- 
suming American public.” 


1Tax revenues are reported in the Annual Report of the Commissioner of Internal Reve- 
nue by revenue districts. of which the five from which this figure was taken have approx!- 
mately the same boundaries as the Ohio drainage basin. 

2In 1956 inland waterway traffic exceeded 100 billion ton-miles. 
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DIFFICULTIES OF FAIR ASSESSMENT 


The railroad witnesses have given no indication of the standards to be applied 
in fixing the user charges. But it is elementary that Congress shall prescribe the 
standards governing determinations by an administrative agency. What shall 
the standards be? The testimony of the railroad witnesses indicates no aware- 
ness of the complexities of the problem; much less do they propose any solution. 
Shall the rates be on a straight ton-mile basis? If so, the rate on a ton of coal 
valued at, say, $10 will be the same as the rate on a ton of automobiles valued 
at, say $1,000. Shall the same measure of user charges apply in the developmental 
period of a new waterway project as in later years when traffic potentialities have 
been more nearly realized? If so, the new project is condemned before it starts; 
if not, how shall unlawful discriminations and preferences among competing 
shippers and carriers utilizing different waterways be avoided? Shall differ- 
entials be provided in relation to maintenance costs on the various waterways? 

On the 1,000-mile reach of the Mississippi, where there are no locks, shall the 
charge be the same as on the 981-mile reach of the Ohio, where there are 46? 
If not, how will the shippers dependent on the Ohio compete with shippers on 
the Mississippi for business in Chicago? The dangers of dislocating business and 
competitive relationships through ill-conceived user charge rates are acute. If 
the railroad witnesses are aware of such problems, how would it resolve them? 
They cannot be brushed aside; they affect the foundations of our economic life, 
for whole communities rise and fall, depending on shifts in the relationship of 
transport costs. This is but one of many examples of the economic myopia of 
the proponents of user charges, their utter failure to grasp the far-flung and 
intricate economic relationships which bind the Nation together. 

Administration of the user charge system once established will also give rise 
to difficult questions. These matters have been carefully considered by the 
Corps of Engineers of the United States Army and the results of their studies 
have been summarized in two recent addresses by officers of the corps, set forth 
in exhibit II, attached. 


INCREASED PRICES TO CONSUMERS 


Tolls at levels sufficient only to recover operation and maintenance costs would 
represent a massive and discriminatory tax aaginst water transportation. Since 
such large cost increases could not be absorbed by the carriers affected, they 
would be added to the prices paid by consumers of goods which now move by 
low-cost water transportation. 

This means, for example that electric power rates to countless domestic and 
industrial users would rise. The great bulk of electric power produced in our 
main river valleys comes from coal-steam generating plants which receive a 
major part of their coal by water. Increases, resulting from tolls, in the de- 
livered price of coal would automatically be passed along to consumers of elec- 
tricity in the form of increased rates. 

Similarly, tolls would result in increases in the prices of gasoline, heating oil, 
and other petroleum products which move by inland waterway in large volumes. 
About 30 percent of all petroleum and petroleum products consumed in the 
United States are transported by inland waterway. Delivered costs of iron and 
steel products transported by water and sold f. o. b. mill would also be increased 
and as a result, prices of refrigerators, stoves, and countless other household 
appliances would rise in relation to increased delivered costs of raw materials. 

Costs of transportation of grain, which moves in ever-increasing volumes by 
water, would be sharply increased by tolls. Such increases can have no other 
effect than to reduce the net price to farmers who produce the grain. Similarly, 
increased delivered costs of grain would penalize farms purchasing waterborne 
grain for livestock feed. 

Rail rates based on water rates would also rise. Thus, in practical effect, the 
tolls measure would place upon the consumers a burden far in excess of the tolls 
themselves. 

The national policy of Federal development of free inland waterways has 
been a major stimulus to economic growth throughout the Nation. This tre- 
mendous development has brought new prosperity in the form of increased 
employment, larger payrolls, and enhanced buying power to great regions of the 
Nation. It has contributed to the prosperity of the entire Nation by creating 
more abundant goods and services at low cost and by providing an expanded 
market for food, clothing, and countless manufactured products produced through- 
out the Nation. As President Herbert Hoover said in 1929, “They (the improved 








PROBLEMS OF THE RAILROADS 1167 


waterways) are not local in their benefits. They are universal in promoting 
the prosperity of the Nation.” 

As an impediment to interstate commerce, tolls will strike at the corner- 
stone of this entire economic structure. Tolls are essentially the same in 
economic effect as internal tariff barriers. The immediate effect would be 
widespread unemployment in the great steelmaking communities and in the 
West Virginia and Kentucky coalfields. Increased electric power costs resulting 
from tolls might well prove disastrous to chemical, metallurgical, and other 
plants, for which power is an important element of total costs. 

Petroleum refineries relying upon water transport for crude oil and refined 
products shipments in competition with oil companies having access to pipeline 
transportation would be forced to build pipelines at enormous expense or make 
a costly shift of their plants to pipeline locations. 

In short, the imposition of tolls would put an abrupt end to the rising pros- 
perity of our great river valleys. The valley communities would again be con- 
signed to wither away, as they were 75 years ago when the railroads were 
allowed to destroy water commerce by rate wars. With the impairment and 
dislocation of basic industry dependent on low-cost water transportation of bulk 
freight, the level of all economic activity would fall. And the railroads them- 
selves, which are the principal proponents of user charges, as well as the truck- 
lines, would be among the sufferers in these valley areas, if tolls were imposed. 


THE DAMAGING IMPACT OF CHARGES ON THE RAILROADS 


Probably no myth is more deeply rooted nor more persistent than the notion 
that waterway user charges would somehow help the railroads. Prompted by 
this belief, the railroad witnesses have proposed such charges as a matter of 
equity for the railroads. Newspaper editorials plug for user charges to pro- 
tect the railroads against unfair competition. No view could be more funda- 
mentally mistaken than this one. 

User charges would add relatively little to railroad traffic and would do the 
railroads great harm in the industrial dislocations they would cause. Some 
waterway traffic would continue to move by water even if user charges were 
imposed. This would obviously do the railroads no good. But, of that which 
would be displaced, the railroads would get relatively little. The simple fact 
is that most of the tonnage now moving on the waterways is not railroad com- 
petitive. This will be shown in detail below. 

The railroads are competitive only with the small independent barge lines, 
particularly the common carriers. By maintaining their water-competitive 
rates at present below-cost levels, the railroads could let user charges force up 
barge line costs. Because the typical barge line is small and relatively spe- 
cialized, it could be quickly driven out of business just as the water carriers 
were by the rate-cutting railroad policies of the 19th century. But the common 
carrier segment of waterway traffic is only a small portion of the total and, pre- 
datory though its capture would be, it would add little to railroad revenue. 

Offsetting their minor traffic gains, the railroads would suffer major losses of 
high revenue traffic because of the depressing effect of user charges on the in- 
dustries they serve. The basic industries of the river valleys are located about 
and oriented to the waterways. Their rapid growth in recent years has been 
an important help to rail revenues. These industries bring in raw materials 
and fuels by water and move out finished products by rail. These are high-rate 
movements. We shall show here that the very railroads most directly com- 
petitive with key waterways are those whose prosperity has been best maintained 
during the very period of rapid waterway development. User charges would 
provide for these railroads a very limited and temporary gain while striking at 
the very foundations of some of their largest and most lucrative hauls. 


THE PIPELINE-COMPETITIVE PETROLEUM MOVEMENT 


Most of the tonnage now carried by water would not move by rail even if it 
were forced off the waterways. The largest single commodity group carried 
on the inland waterways in domestic commerce in 1955 was that of petroleum 
and products. Out of about 250 million tons of all commodities carried, this 
group amounted to 80.9 million, about 32.4 percent of the total. 

Petroleum barging does not compete with railroads. It competes with ocean 
tankers and pipelines. Cost and service differentials between barging and 
these competitive modes are very narrow, so that user charges would drive 
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practically all of this movement off the inland waterways into pipelines and 
tankers. 

Probably the largest petroleum movement in the country is that along the gulf 
coast between the Mississippi River and the Sabine River in Texas, a distance of 
266 miles. In 1955, 20.9 percent of all the petroleum and petroleum products 
barged throughout the United States moved over this stretch of waterway. 
Many shipping and receiving points along this movement do not even have rail 
connections. Terminals are located at pipeline stations. 

The stretch of the Gulf Intracoastal Waterway farther west between the 
Sabine River and Galveston represents much the same conditions. In 1955, it 
earried 14.0 percent of the national total. Railroads do not compete with this 
movement. The Ohio River, which carried 17.9 percent, serves independent 
marketers and refining operations which, if burdened with user charges, would 
be forced either to turn to existing pipeline services, if available, or, at great 
cost, to construct new pipeline connections. Almost none of this traffic would go 
to the railroads. The same closely competitive relationships prevail between 
pipeline and barge in other petroleum movements throughout the country. 
User charges on petroleum barging would provide for the railroads at most a 
trivial increment to their present revenue traffic. 


BITUMINOUS COAL MOVEMENTS INACCESSIBLE TO THE RAILROADS 


The next largest commodity group is bituminous coal at 28.6 percent of the 
total. Most bituminous coal on the inland waterways consists of two move- 
ments. One is the barging of coking coal on the Monongahela and Allegheny 
Rivers, mostly to the iron and steel establishments of the Pittsburgh district. 
In 1955, this tonnage constituted 45.7 percent of all the coal moved on the inland 
waterways of the United States. The other is the barging of coal on the Ohio 
River to electric powerplants. In 1955, this was 38.4 percent of the national 
total. Together, these two geographically limited movements thus constituted 
the major portion of all the coal tonnage moved on the inland waterways of 
the country. 

COKING COAL BEYOND REACH OF THE RAILS 


Under a system of user charges, how much of this coal would move, instead, by 
rail? Very little, indeed. As regards coking coal for Pittsburgh, on the 
Monongahela River, the mine shafts have been constructed at the very edge of 
the river for direct loading from mine to barge and, at the downstream receiving 
end of the movement, the storage areas adjacent to the coke ovens are likewise at 
the water’s edge. Rail connections have not ordinarily been established to 
handle this tratfic. The whole Pittsburgh steel industry is built around water 
transportation of coal, and, under the burden of user charges, it would continue 
to bring in coal by barge as usual, but at a higher cost, further damaging the 
deteriorating competitive position of this great center of the steel industry. 


ELECTRIC UTILITY COAL BEYOND THE REACH OF THE RAILS 


As for the fueling of electric powerplants on the Ohio River, user charges on 
this movement would do the railroads little good, either. Much of this coal 
would continue to move by water, passing the cost of user charges along to the 
consumer through the fuel adjustment clause in utility contracts. Whatever 
was transferred to the railroads would be temporary because the powerplant 
sites on the Ohio River are water oriented and would be uneconomic locations on 
a rail-transport base. These sites would continue to bring in coal by rail only 
long enough to recover something of the capital invested in the plants, at which 
point they would be replaced by new generating stations at locations independent 
of rail transport. 

In an earlier day, utility companies built plants in the localities they served 
and brought in coal by rail. But, during the past 20 years, higher voltages 
have reduced the cost of current transmission, so that utilities have been locating, 
instead, closer to fuel supplies and transmitting current progressively longer 
distances to the consumer. On this geographical principle, the generating ca- 
pacity of utility plants on the Ohio River increased by 592 percent from 1941 
to 1956 while the national total went up only 180 percent. Current generated 
on the Ohio River is fed into systems delivering energy as far away as the State 
of Michigan. 

The movement is now going farther. Instead of getting coal by barge, many 
plants are locating right at the mine mouth, eliminating the movement of coal 
altogether and transmitting current the whole way. For example, the Appa- 
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lachian Electric Power Co. has built plants at Glen Lyn and Logan, W. Va., 
and is now building a new one at Clinch River, Va., all at the mine mouth for 
long distance transmission of current. The big Philo plant of the Ohio Power 
Co., likewise at the coal mine, transmits current as part of a system extending 
clear across the State of Ohio into Indiana. The Cleveland Electric Illuminating 
Co. is constructing a plant at Rayland on the Ohio River for transmission 110 
miles to Cleveland. 

The movement of coal by pipeline is another feature of electric utility opera- 
tion. The Cleveland Electric Illuminating Co. is now getting coal through such 
a line over 108 miles from the mine to northeastern Ohio. Coal pipelines may be 
expected to grow. 

User charges would not transfer utility coal in appreciable amounts from the 
Ohio River to the railroads. Instead, user charges would expedite the movement 
to plant building at the mine mouth and to the coal-carrying pipeline. Surely, 
railroad executives do not suppose that user charges on the waterways are 
going to induce utility managements to return to the technology of an earlier 
day, reduce transmission voltages, renew the building of generating stations 
in the consuming markets, and bring in coal by rail as they did 30 years ago. 

We may remind ourselves that these observations as to Pittsburgh coking 
coal and as to coal for electric utilities on the Ohio River relate to most of the 
coal moved on the inland waterways of the country. They sum up to mean that 
the railroads have little to gain and much to lose from shackling this movement. 


SAND, GRAVEL, AND SEASHELLS-—~-TRUCK COMPETITION 


The third largest movement on the inland waterways is sand and gravel at 
13.9 percent of the total in 1955, and the fourth largest is seashells at 4 per- 
cent. These materials are used primarily for local road maintenance, and in 
this respect the waterways are a significant source of economy to local govern- 
ments. However, these materials are exceedingly low in value per ton and, 
being almost universally available locally, they will not bear normal freight costs. 
Indeed, the cost of waterway transportation is almost too high, as evidenced by 
the relatively short distances of movement and the sluggish growth in tonnage 
over the years. 

If user charges were imposed on the barging of sand, gravel, and seashells, cer- 
tainly large tonnages would stop moving by water. But, equally certainly, they 
would not move by rail. Instead, the officials of counties and towns would turn 
to local sources and move the materials to roadway sites by truck. As for sea- 
shells, their movement by barge relates in considerable measure to the fact that 
they are a waterway product, produced along the intracoastal waterways and 
the larger rivers. Surely, railroad executives do not look to this source for any 
significant revenue as a consequence of user charges. 


NON-RAIL-ADAPTED TRAFFIC—-78.9 PERCENT 


These 4 categories of traffic account for 78.9 percent of all the tonnage 
moved on the inland waterways in 1955. By far the greatest portion of each is 
beyond reach of the railroads under any circumstances. The same is true of 
much of the remaining 21.1 percent. For example, large numbers of assembled 
automobiles are moved by barge each year. If user charges were to drive these 
off the waterways they would move, instead by truck. The same is true of an 
important segment of the iron and steel movement. In a very fundamental 
sense, most barge movement is not rail competitive. User charges would leave 
some of it still moving by barge and divert the rest to ocean tankers, to pipelines, 
and to trucks, while a significant segment would not move at all. The railroads 
would get meager leavings, indeed. 


THE BURDEN OF USER CHARGES ON RAILROAD TRAFFIC 


For the little traffic they would get, the railroads would pay a high price in 
industrial dislocation. During the period 1950-57, capital expenditures of some 
$14 billion in new or expanded plant facilities in the counties bordering the Ohio 
River and its navigable tributaries were made or announced. Utility plants on 
the Ohio now produce 9 times as much electrical energy as they did in 1939 and 
12.4 percent of the national total. 

The Atomic Energy Commission has constructed the mammoth uranium dif- 
fusion center near Portsmouth. More aluminum-producing capacity is being 
built along the Ohio than in all the rest of the Nation combined. Chemicals, iron 
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and steel, oil refining, and numerous other industries have likewise been 
growing rapidly. Through their industrial development departments, the rail- 
roads, themselves, have contributed significantly to promotion of this industrial 
growth. And well they might. They have been full participants in the pros- 
perity it generates. 

What has happened to the railroads of the Ohio Valley during the growth in 
waterway traffic? From 1948 to 1956 ton-miles of freight hauled on the river 
more than doubled. If the waterways and the railroads were basically in com- 
petition for this traffic, one might have suspected that the railroads of the Ohio 
Valley would have lost heavily during this period. In fact, however, the rail- 
roads most directly paralleling the river enjoyed prosperity well above that of 
railroads more remote from the waterways. From 1948 to 1956, the 4 major 
railroads of the Ohio Valley as a group did better than the national average as 
to freight revenue, ton-miles of freight hauled, and net railway operating income. 


4 Ohio Valley railroads *—Growth compared with national average, 1956 
operating averages as percentages of 1948 


AllclassI | 4 Ohio valley 
railroads, railroads 
United States 
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ee  ewntandnenbien=di-dnmeenns 101.3 105, 2 
Net railway operating income 106. 6 128.0 


1 Baltimore & Ohio, Louisville & Nashville, Chesapeake & Ohio, Norfolk & Western. 


Admittedly, the four Ohio Valley railroads extend beyond the limits of the 
valley so that their operating results reflect something of economic conditions 
outside the valley boundaries. But, we may turn to regional carloadings for an 
incontestible measure of railroad activity. The studies of the regional shippers 
advisory boards of carloadings of 32 principal commodities show that these car- 
loadings in district 4, the Ohio Valley region, increased from 12.7 percent of 
the national total in 1948 to 14.0 percent in 1956. This includes all railroads 
some portion of whose lines lie within the valley area and excludes everything 
outside. The industrial development of the Ohio Valley in the promotion of 
which the railroads have played so constructive a role is yielding them rich 
dividends. 

In reviewing the support given by railroad executives and their sympathizers 
to user charges, one wonders if they have given thought to the effect on their 
traffic in the great industrial complex of Pittsburgh where these charges would 
raise the cost of coking coal and impair further the competitive position of the 
Pittsburgh steel industry in penetrating distant markets. Have they considered 
the effect on their present revenues derived from serving the growing chemical, 
aluminum, and machinery industries of the river valleys? User charges would 
add even to their own operating costs by raising the price of diesel fuel and 
lubricants. The waterways provide the railroads with a growing volume of high- 
revenue traffic, and in industrial development in the river valleys these two 
modes of transportation have the closest sharing of interest. For the slight and 
conjectural increase in traffic they might receive, the railroads would pay a 
heavy price, indeed, for user charges. 


THE CONTRIBUTION OF USER CHARGES TO DESTRUCTIVE RATE COMPETITION 


While the great bulk of commerce on the inland waterways is not rail compe- 
titive, a significant portion, largely that of the independent for-hire water carrier, 
is rail competitive. While the tonnages appear small in comparison to national 
aggregates, to the independent carrier they are not small at all; they are his 
total livelihood. Furthermore, cost and rate competition, even though narrow 
in its beginnings, can extend itself to involve the broad structure of the complex 
transportation system. It is in this context that waterway user charges would 
have particularly damaging effects on Federal policy with respect to transport 
regulation. 

The National Transportation Policy of the Interstate Commerce Act provides 
against “unfair or destructive competitive practices.” In effectuating this policy, 
the Interstate Commerce Commission has repeatedly disallowed rate reductions 
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which would disrupt the competitive rate structure or which would lead to rate 
wars. Under this policy railroad rates competitive with waterway movements 
are now at their minimums, being only sufficient to cover out-of-pocket costs on 
many movements. Further rail rate reductions would, in most cases, be dis- 
allowed as destructive undercutting. 

Yet, a forced increase in waterway costs by way of user charges would have 
exactly the same effect on the competitive structure as would a further reduc- 
tion in rail rates. Hither of these changes would lower the ratio of railroad rates 
to waterway rates. 

Furthermore, the rate adjustments to user charges would threaten a chain 
reaction of retaliatory rate cutting . Certain water carriers are more fortunately 
situated than others with respect to operating cost and with respect to the 
differential impact of user charges on the respective waterways they traverse. 
These carriers could be counted on to try to hold the line of existing rates in 
spite of user charges, particularly with respect to commodities on which rail 
and pipeline competition is most direct . The existing rate relationships would 
be upset, not only as between costs and rates, but, in addition, as between rates 
on respective commodities, as between rates of individual waterway carriers, 
and as between waterway rates and railroad rates. A more general and chaotic 
disruption of the existing rate structure could hardly be devised. 

Comparative rate stability has been maintained by the Interstate Commerce 
Commission under existing legislation over a period of many years, and, in 
minimum rate cases, disturbances of this kind are a consequence the Commis- 
sion has most assiduously sought to avoid. 


THE USER CHARGE AS A DOUBLE SUBSIDIZATION OF RAILROAD RATES 


Present regulatory policy rests squarely on an assumption of the absence 
of user charges on the waterways. On railway commodity movements competi- 
tive with the waterways, allowed rates commonly fail to cover railroad costs. 
Under present policy, this is a characteristic feature of the railway rate struc- 
ture. In 1955, of 257 commodity groups carried by the railroads, 80 yielded 
revenues which were insufficient to cover their costs. Indeed, 32 of these 
failed to cover even their out-of-pocket costs. These are rail movements with 
which the waterways characteristically have to compete. 

It has been asserted that, in the absence of user charges on the waterways, 
the railroads have to compete with a mode of transportation which can main- 
tain rates below the total costs of the movement. This is a reversal of fact. 
It is rather the water carriers who have to complete with the below-cost rates 
of a competitive mode. 

The loss-rate rail movement with which the water carriers have to compete is, 
in fact, a heavily subsidized form of transportation. "Water-competitive rail lines 
support these costly movements by charging compensatorily higher rates on 
noncompetitive traffic. In 1955, of a total of 257 rail commodity groups, 64 
were assessed rates so high that they yielded more than 150 percent of fully 
distributed costs, and on 9 commodities, more than 200 percent. The victims 
were the farmers, small shippers, and small communities which are rail bound. 

In this way, noncompetitive movements and localities are taxed to provide 
the railroad treasuries with funds to support the below-cost movements com- 
petitive with the waterways. While the funds do not pass through the Gov- 
ernment Treasury in the manner usual to subsidies, the effectiveness of the 
rail subsidy system is in no sense impaired by its private financing. 

Under present governmental and regulatory policy, these subsidized rail rates 
are allowed on the implicit assumption of a continuity of relationship between 
rail and water costs. To upset the relationship by imposing a double handicap 
of user charges on the water carriers would thus violate a basic regulatory 
assumption. 

Indeed, one of the most distinguished consultants of the Hoover Commission 
Task Force, Prof. John H. Frederick of the University of Maryland, has spoken 
to this effect. He said: 

“Any successful application of user charges depends upon the provision of 
adequate safeguards to maintain differentials in rate schedules between water 
transportation and competing transportation services, based on the actual cost 
of the movements, in order to preserve the natural advantages in utiliz'ng the 
waterways for classes of commerce to which they are best adapted.” 

This same insight was expressed on page 213 of the Report of the President’s 
Commission on Water Resources Policy (1950) as follows: 
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“The argument that tolls should be charged on inland waterway commerce, 
as a means of imposing on water transportation and each other type of trans- 
portation its full economic cost, has little practical significance at present, un- 
less our freight rate and regulatory policies make it possible to relate freight 
rates of the different modes of transportation to their costs. The dominating 
railroad rate structure is based not on cost but on furnishing sufficient revenues 
at rates which the traffic will bear. Rates on traffic which the railroads con- 
sider competitive with water carriers are much lower than full-cost levels. It 
is recognized that regulation of intercarrier practices is complicated by the 
rivalries of enterprise, often aggravated by efforts of shippers to obtain the 
lowest possible rates. However, rates should be based on costs and none 
should be allowed to gravitate to a nonprofit level because of competition. The 
need in this connection for a revamping of the regulatory and promotional 
policies is discussed later. 

“As long as present conditions exist, there can be no economic distribution of 
traffic as between the railways and waterways on the basis of their costs, 
whether waterway tolls are charged or not. The exaction of tolls on waterway 
commerce under existing regulatory policies would simply raise the costs and 
rate levels of water carriers and would leave in the hands of the railroads the 
power to cut their rates to subnormal or below-cost levels, thus impairing or 
destroying waterway commerce, and to offset their losses on the water-com- 
petitive traffic by increasing the levels of other rail rates. There can be no 
sound distribution of traffic on the basis of economic cost of each type of carrier 
until our rate and regulatory policies are revised to insure the charging of rates 
by each type of carrier based on its cost. Until that time a sound economic 
basis is lacking for exacting tolls on water commerce.” 

In 1955, the Presidential Advisory Committee on Transport Policy and 
Organization, under the chairmanship of Secretary Weeks, favored changes in 
the present law which would permit the railroads to cut rates to out-of-pocket 
levels on competitive traffic while continuing or increasing their present power 
to obtain compensating increases in rates on noncompetitive movements. 

This trend in transportation policy is notable in recent decisions of the Inter- 
state Commerce Commission. Clearly, it appears that, in terms of transportation 
policy, there will be even less basis for waterway user charges in the future 
than in the past. 


DISCRIMINATION AGAINST COMMERCIAL USERS 


The user charge proposal would impose the entire costs of waterway operation 
and maintenance upon commercial users. Repeated declarations of policy by 
Presidents of the United States and by the Congress prove that our waterways 
have been improved not only to stimulate trade and commerce on the waterways 
but also for economic stabilization,’ for national defense purposes,’ to assist 
the farmers,’ to protect life and property,‘ and for the general public welfare.’ 

They also provide important incidental water-supply benefits to many com- 
munities. Many projects serve flood control as well as navigation purposes. 
It is manifestly unfair to impose all costs of maintaining and operating the Na- 
tion’s waterways provided by Congress to serve many purposes of broad national 
policy and for the general public welfare, upon the commercial users, without 
apportionment to all the public interests involved. Since such apportionment 
to national defense, agricultural assistance, economic stabilization, and similar 
broad purposes is a practical impossibility, there is no reasonable basis for fair 
allocation of charges to commercial users. 

The Nation has received and continues to receive its reimbursement in the 
form of benefits to the general public and in the utility of waterway improvements 
in the performance of vital functions of Government national defense, aid to agri- 


1 Dwight D. Eisenhower, state of the Union message, January 6, 1955. 

* Dwight D. Eisenhower, budget message of January 21, 1954—as to Corps of Engineers 
river and harbor projects; Harry 8S. Truman, budget message, January 9, 1953; Franklin 
D. Roosevelt, letter of October 27, 1941, to Hon. Dewey Short. 

* Calvin Coolidge, fourth annual message to Congress, December 7, 1926; Herbert Hoover, 
address at St. Louis, Mo., November 14, 1927. 

* Abraham Lincoln, speech in Congress, June 20, 1848. 

5 George Washington letter to George Planter, October 25, 1784; Thomas Jefferson, sixth 
annual message, December 2, 1806; James Madison, second annual message, December 5, 
1815; James Monroe, first annual message, December 2, 1817; John Quincy Adams, third 
annual message, December 4, 1827; Andrew Jackson, first annual message, December 8, 
1829: John Tyler, veto message, June 11, 1844; Franklin Pierce, veto message, December 
30, 1854 ; Theodore Roosevelt, special message, December 8, 1908 ; Herbert Hoover, address 
at Louisville, Ky., October 29, 1929. 
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culture, economic stabilization, protection of life and property, and regional devel- 
opment. In providing such facilities as improved waterways and flood control, 
the Nation acts as a sovereign, not as a proprietor. 


IMPAIRMENT OF NATIONAL SECURITY 


Imposition of tolls would deprive the Nation of one of its most important nation- 
al-defense assets—the modern barge fleet. Moreover, the enormous increase in 
inland water-transport costs resulting from tolls would inevitably discourage 
the development of essential defense industry dispersed in the relatively protected 
river valleys of the interior and would encourage concentration in the more 
vulnerable coastal areas, 

As a result of severe bottlenecks in overland transportation during two world 
wars, the Nation has learned the importance of improved inland waterways to 
the national defense. 

Indeed, national-defense considerations have been a major factor in congres- 
sional decisions to improve the waterways. The President's Commission on 
Water Resources Policy in 1950 summarized the matter as follows: 

“The service rendered by inland waterway transportation during World War 
II demonstrated conclusively that it is a vital instrument of national defense. 
Its performance in contributing toward the winning of the war more than justi- 
fied the confidence of Congress in the Corps of Engineers’ waterway-improve- 
ment program prosecuted for and sponsored by the people and more than repaid 
the Federal Government for all the expenditures of public funds for that pro- 
gram.” 

BASIC INEQUITY OF WATERWAY USER CHARGES 


If user charges were to be applied on the waterways, then similar charges to 
recover Federal costs should, in common fairness, be imposed upon the benefici- 
aries of many other Federal programs undertaken for the general welfare; to 
cite a few examples. 

(1) Farmers should be required to reimburse the Government for the costs 
of benefits received under the price-support program and other benefits now re- 
ceived cost-free from various agricultural assistance programs. 

(2) The lumber interests should reimburse the Government for the costs of 
their benefits under the reforestation program. 

(3) The railroads should be required to reimburse the Federal and local gov- 
ernments for the millions of dollars which they have contributed toward the 
cost of elimination of grade crossings in order that railroads may operate at 
high speeds through areas of heavy vehicular traffic. 

Until and unless the advocates of waterway user charges are prepared to 
recommend termination of all forms of local and Federal promotional activity, 
whether in the form of grants-in-aid, special tax privileges, tariff protection, or 
regulatory policy, there is no basis for singling out the free waterways of Amer- 
ica for special penalties. They are, equally with these other activities, a ful- 
fillment of public objectives enunciated and carried forward since the founding 
of the Nation. 

THE AMERICAN WATERWAY PHILOSOPHY 


Since the foundation of the Republic, it has been the firm policy of the United 
States that the navigable waterways shall be common highways improved by the 
Nation for the benefit of all the people without tax, toll, or other charge. Em- 
bodied in the covenants of the Northwest Ordinance of 1787, the organic acts 
of many States, and in numerous international treaties as well as in repeated 
acts of Congress (see exhibit I), the free waterways policy constitutes a solemn 
pledge by the United States to its citizens and to the States of the Union that 
the Federal Government will never levy charges for the use of the navigable 
waters. Throughout the course of our history, in reliance upon that pledge, 
the United States has become a waterway-oriented community: cities and other 
centers of population have developed to their present State; enormous industrial 
complexes have been established and other vast geographic and economic rela- 
tionships affecting the entire United States have become fixed. 

The basie principles of American policy in the field of internal improve- 
ments—particularly the waterways—were most clearly stated by President An- 
drew Jackson, as follows: 


21278—58— pt. 2-28 
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“Every member of the Union in peace and in war, will be benefited by im- 
provement of inland navigation and the construction of highways in the several 
States” (First annual message to Congress, December 8, 1829). 

“All improvements effected by the funds of the Nation for general use should 
be open to all our fellow citizens exempt from the payment of tolls or any im- 
pg of that character” (Second annual message to Congress, December 6, 
1830). 

The user charge proposal would repudiate those fundamental principles and 
through radical economic dislocation it would cause irreparable injury to the wel- 
fare and security of the United States. The American free waterways policy, 
woven into the fabric of our national life, is one of the great pillars supporting 
our prosperity and growth. Its repudiation would strike at the foundations of 
our prosperity and would undermine the national security. 

The tolls proposal must be rejected. 

On behalf of the Ohio Valley Improvement Association, I wish to express to 
the subcommittee our sincere appreciation of this opportunity to present our 
views on this vital public issue. 


Exursit I 
Historic FREE WATERWAYS POLICY OF THE UNITED STATES 


The free waterways policy of the United States is as old as the Republic. 
On July 13, 1787, the Eighth Congress sitting under the Articles of Confedera- 
tion, adopted the famous Northwest Ordinance for the government of the North- 
west Territory. It established religious freedom, guaranteed the rights of 
habeas corpus and trial by jury, provided for other vital liberties and proclaimed 
the freedom of the waterways in these words: 

“The navigable waters leading into the Mississippi and St. Lawrence and the 
earrying places between the same, shall be common highways, and forever free, 
as well to the inhabitants of said Territory as to citizens of the United States, 
and those of other States that may be admitted into the Confederacy, without 
any tax, impost, or duty therefor.” 

The first part of the ordinance deals with certain administrative matters; the 
second part, articles I through VI, are by virtue of section 14 established as a 
solemn compact: 

“It is hereby ordained and declared by the authority aforesaid, That the fol- 
lowing articles shall be considered as articles of compact between the Original 
States and the people and States in the said Territory, and forever remain 
unalterable except by common consent.” 

Thus the guaranty of free waterways, without tax, impost, or duty is a solemn 
contract of equal dignity with the guaranties of religious freedom, trial by jury, 
and habeas corpus. It was on the motion of Thomas Jefferson that these rights 
were established by compact and not by mere legislation. When the First Con- 
gress under the new Constitution of the United States met in 1789 it adopted 
the Northwest Ordinance without change. 

Succeeding Congresses modified the administrative features of the ordinance 
but never the compact. And on May 26, 1790, the Congress extended the same 
“privileges, benefits, and advantages” to the inhabitants of the Southwestern 
Territory. This was inclusive of the same compact. 

The compact under the Northwest Ordinance involves the rights of the follow- 
ing States: Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota (east of the 
Mississippi River), and Pennsylvania (that part included in the Erie purchase). 
The compact as extended by the Southwestern Ordinance involves the rights of 
the following States: Kentucky, Tennessee, Alabama, Georgia, and Mississippi. 

When the various Territories, which later became States, were carved out of 
the Northwest Territory the terms of the Ordinance of 1787 were again incorpo- 
rated. Similarly, in the organic acts of the various Territories south of the 
Ohio River, which later became States, the ordinance was incorporated. The acts 
of Congress admitting various States to the Union contained declarations that 
the navigable waters should be common highways and forever free (Louisiana, 
Missouri, California, Oregon, Mississippi, Alabama). 

Beginning with the Treaty of Peace with Great Britain of September 3, 1783, 
numerous treaties with foreign countries have contained comparable provisions. 
Thus the Treaty of Guadalupe Hidalgo (1848) with Mexico prohibits taxation 
of navigation on the Colorado, Gila, and Bravo del Norto Rivers excent bv con- 
sent of both parties (see also Webster-Ashburton Treaty of August 9, 1842, United 
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States and Great Britain; Treaty of Washington of May 8, 1878, United States 
and Great Britain; Gadsden Treaty of 1853, United States'and Mexico). 

When Congress began to assume direct responsibility for rivers and harbor 
improvements, it was provided in the Rivers and Harbors Act of 1882 and again 
in 1884 and 1909 that “No tolls or operating charges whatever shall be levied or 
collected on any vessel, dredge or other watercraft for passing though any lock, 
canal, or canalized river, or other work for the use or benefit of navigation, now 
belonging to the United States, or that may hereafter be acquired or con- 
structed.” 

Both before and after the enactment of this general provision, whenever the 
United States acquired private canals or other non-Federal works of improve- 
ment, Congress provided that such canals and improvements should forever re- 
main free from tolls (17 Stat. 560, 563; 18 Stat. 43, 44; 21 Stat. 141; 21 Stat. 
180; 29 Stat. 202, 217; 40 Stat. 1275, 1277; 43 Stat. 1186). 


ExursiT II 


EXCERPT FROM REMARKS BY MAJ. GEN. B. L. Rosrnson, Deputy CHIEF or ENGI- 
NEERS FOR CONSTRUCTION, BEFORE THE INTRACOASTAL CANAL ASSOCIATION OF 
LOUISIANA AND TEXAS—NEW ORLEANS, LA., OCTOBER 11, 1954 


It is a responsibility of the Corps of Engineers as the Federal agency entrusted 
with the Nation’s navigable waterway construction program, to be able to answer 
questions concerning the possible effect of tolls or user charges upon navigation 
facilities. We could not uphold our own policy on tolls without having current 
facts and studies to back it up. So I am in a position to tell you that our opposi- 
tion to tolls is not based on mere preference, or a stubborn insistence on blind 
tradition, but upon a detailed and up-to-date analysis of some of the staggering 
problems that would be involved in any attempt to impose such charges. 

The economic factors involved are complex. There are places where the invest- 
ment cost of a waterway is so low and traffic so heavy that it would only require 
an insignificant charge indeed to repay the Government’s expenditure. In the 
same general vicinity there may be other communities whose waterway facilities 
cost more, and whose traffic is not as heavy, and whose businessmen, shippers, and 
carriers consequently would have to pay perhaps many times as great a charge. 
This would make a mockery of free competition between adjacent ports with 
high differential charges. 

The corps has recently completed a study showing the wide variations in the 
cost-versus-tonnage ratios in adjacent ports and waterways. 

If, to offset this difficulty, we group ports by regions, and inland waterways 
by systems, for chargemaking purposes, we encounter the problem of inter- 
regional competition, and the subsidization of less efficient facilities at the ex- 
pense of those which are more desirable by nature or enterprise. In short, 
there is no ready answer even to the fundamental question of whether user 
charges would be feasible, or whether they would have the result of wiping out 
important segments of our flourishing water-transportation industry. 

But the effect of such charges upon waterway traffic, and problem of competi- 
tion between port and port, trade area and trade area, and system and system, 
constitute only the first ring of complexities that the imposition of user charges 
would involve. Beyond these we must consider the balance of the national trans- 
portation system as a whole. If we grouped all the ports of a given region for 
ratemaking purposes—say, the gulf ports as one region, and the South Atlantic 
ports as another—though these regions themselves serve largely overlapping 
hinterland. areas—and if we classified our waterways into categories, such as 
deep-draft harbors, inland waterways, shallow-draft harbors, ete.—and if we 
were to establish schedules of charges based on the characteristics of each 
category of shipping and upon the commodities it carried—after doing all this, 
we would face the monumental task of adjusting those rates and schedules to 
the already established and immensely involved rate structures of the rail and 
motor carriers, with all their complexities of geographical division, points of 
service, commodity classes, long-and-short haul stipulations, fourth-section ad- 
justments, and whatnot. Yet some such adjustment would have to be made; 
for if it weren’t, the competitive situation between carriers would become a 
shambles, and the waterways transportation industry would undergo a complete 
upheaval. 
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In addition to all these problems, we must consider the effect of user charges 
upon our foreign trade, the possibility of retaliatory charges against American 
vessels and cargoes in foreign ports, and related problems. We must consider 
the vast problem of administering a program of user charges—of measuring the 
eargoes and collecting the fees upon all of our 28,000 miles of waterway and at 
all of our 500 locks and 300 harbors. We must consider which costs should be 
recovered, and which not—for it would be manifestly unjust as well as immensely 
difficult to go over a system which has grown up gradually over a period of 130 
years on the assumption that use would be free, and forming the basis of vast 
private and other investments made on the same assumption, and try to make 
our user-charge policy retroactively recover costs which were never meant to 
be repaid. And finally, we must consider the implications to national defense ; 
for if the imposition of user charges would have the effect of eliminating any 
of our waterways, whether already existing or potentially feasible, it would 
constitute a strategic weakening of our country’s capacity for defense and mili- 
tary effectiveness—a matter which alone might outweigh many other arguments. 


Excerpts From ReMarkKs By Bric. Gen. E. T. Itscuner, ASSISTANT CHIEF OF 
ENGINEERS FOR CIVIL WorRKS, BEFORE THE MISSISSIPPI VALLEY ASSOCIATION, 
Sr. Louis, Mo., Fesruary 7, 1955 


The proposal for imposition of tolls on waterway would reverse 4 longstanding 
statutory policy that our waterways shall be public highways, forever free. 
National policy on this subject stems from one of the first acts of tie First Con- 
gress of the United States, and has been reaffirmed on numerous occasions. The 
Corps of Engineers, as the Federal agency entrusted with the Nation’s navigable 
waterway construction program, has studied this question thoroughly in order 
to determine the possible effects of the imposition of user charges on navigation 
facilities. Our conclusion, based on months of intensive study by economists and 
engineers skilled in waterway development, is that, if tolls are to be imposed, and 
the corps has been traditionally opposed to them—they should be imposed upon 
all of our water-transportation facilities alike; they should be charged by some 
method which would control the rate structure for all modes of transportation 
so that the advantages of each are preserved and unfair competitive practices 
are avoided, and they should be made uniform by regions for ports and by 
integrated systems for inland waterways in some arrangement that would result 
in a minimum of adverse competitive effect as a result of tolls. Finally, we are 
convinced that the possibility of achieving these requirements is doubtful, to 
say the least, and that in any event the results would not be worth the immense 
readjustments and costs that would be involved. 


Senator Smaruers. Following is a statement Senator John D. 
Hoblitzell, subsequently submitted. 
(The statement is as follows :) 


STATEMENT OF SENATOR JOHN D. HosBLirze.t, JR. (REPUBLICAN, WEST VIRGINIA) 


Mr. Chairman, I wish to present to the subcommittee my opposition to user 
charges or tolls against domestic waterway commerce, as proposed by witnesses 
for various railroads who have appeared before you during the current hearings. 

I am convinced that the present economic condition of the Nation’s railroads 
deserves most sympathetic and careful consideration. A variety of measures 
can doubtless be worked out to relieve them of undue burdens and to enable 
them to play their full part in the Nation’s transportation system. 

I am equally convinced however that tolls or user charges upon our free Ameri- 
ean waterways would be contrary to the interests of the railroads and would 
impair the great economic development based upon low-cost water transportation. 

In considering this problem it is well to recall that the original means of bulk 
transport in America were the great rivers providing natural means of commerce 
and communication which surpass any in the world. Long before the railroads 
were even dreamed of our rivers provided cheap transportation and access to 
markets which made possible the development of the interior of the Nation and 
largely shaped the patterns of growth and progress for countless cities and towns. 

The importance of our rivers is reflected in the northwest ordinance, The Vir- 
ginia compact and other basic documents guaranteeing the freedom of our water- 
ways as common highways accessible to all without toll or tax. 
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Toward the end of the last century ruthless railroad rate wars against river 
commerce largely destroyed waterway carriers and dealt a severe blow to the 
communities which had been established on the banks of our rivers. 

To assure to the public the full advantages of economical water transport, the 
Federal Government embarked upon a program of improving the natural channels 
to provide stable depths for year-round navigation. 

We have in this country today some 29,000 miles of improved waterways whose 
freedom from tolls or taxes the Congress of the United States has repeatedly 
guaranteed. 

And this Federal policy is producing abundant fruit. A vast industrial re- 
vival is taking place along the banks of the Ohio and other major rivers. Attract- 
ed by abundant water supply and low cost transportation, aluminum, iron and 
steel, chemicals and other basic industries are establishing plants on river sites. 

Coal for electric power stations and for steel mills moves at low cost and grow- 
ing volumes over our waterways. 

The economic resurgence of West Virginia would literally have been impossible 
without the advantages afforded by the Ohio River and its tributaries. West 
Virginia coal must have access to distant markets by low-cost water transporta- 
tion. 

The welfare of our people depends upon the continuance of the historic Ameri- 
can free waterways policy. 

The railroads themselves have been among the mane beneficiaries of the in- 
dustrial growth dependent on cheap mass transport of bulk commodities by water. 
Industries utilizing the waterways for bulk shipment of fuel and raw material are 
are among the railroads best customers for high-value finished goods traffic. 

Imposition of tolls or user charges upon domestic waterway commerce would 
reverse a policy older than the Republic. It would cause grave and wasteful in- 
dustrial dislocation and would relegate again to stagnation and neglect the river 
communities whose future depends upon the continued availability of low-cost 
water transportation. In addition, it would destroy many porsperous industries 
built in reliance upon the continuation of our traditional policy. 


Senator Smaruers. You may proceed Mr. Taylor. I might say 
to each of you who are going to testify, that we will make your state- 
ments in full a part of the record. If you can brief those statements, 
naturally we will appreciate it. 


STATEMENT OF G. C. TAYLOR, PRESIDENT, MISSISSIPPI VALLEY 
BARGE LINE C0., ST. LOUIS, MO., FOR THE INLAND WATERWAYS 
COMMON CARRIERS ASSOCIATION 


Mr. Tayior. Mr. Chairman and members of the subcommittee, my 
name is G. C. Taylor and I am president of the Mississippi Valley 
Barge Line Co., with headquarters in St. Louis. The statement I 
am about to make is presented on behalf of the Inland Waterways 
Common Carriers Association, of which my company is a founding 
member. 

The IWCCA is an organization composed of the major common 
carrier barge lines operating on our inland waterways in mid- 
America. Its members are: American Commercial Barge Line Co., 
of Jeffersonville, Ind., and Houston, Tex.; Arrow Transportation 
Co., of Sheffield, Ala.; Coyle Lines, Inc., of New Orleans, La.; Dixie 
Carriers, Inc., of Houston, Tex.; Federal Barge Lines of St. Louis, 
Mo.; John I. Hay Co., of Chicago, Ill.; Mississippi Valley Barge 
Line Co., of St. Louis, Mo.; the Ohio River Co., of Cincinnati, Ohio; 
and the Union Barge Line Corp., of Pittsburgh, Pa. These member 
companies handled 24 billion ton-miles of freight last year, and their 
operating revenues amounted to about $90 million. 

If I may, I would like to call attention to the presence in the 
group here of some of the principal officers of these companies, who 
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have not undertaken to try to testify separately. We have prepared 
here—although there are three witnesses, it is nonrepetitive testimony. 
I would like to have the committee realize the interest and the im- 
portance which these other companies attach to this. 

There are present, and I will ask them to stand as I call their names: 
Mr. A. M. Thompson, chairman of the board of our company and 
president of the TWCCA; Mr. John O. Innes, vice president of the 
John I. Hay Co.; Mr. M. Creditor, president of the Ohio River Co.; 
Mr. Bailey T. DeBardeleben, president of Coyle Lines, Inc.; Capt. 
A. C. Ingersoll, Jr., president of Federal Barge Lines; Mr. Jerry 
Browne, vice president, Commercial Barge Line; Mr.-N, L. Caruthers, 
assistant to the president, American Commercial Barge Line Co.; 
Mr. Dave Sheehy, assistant to the president, American Commercial 
Birge Line Co.; Mr. George A. Peterkin, Jr., president, Dixie 
Curriers, Inc.; Mr. W. J. Barta, vice president, Mississippi Valley 
Barge Line. 

Senator Smatuers. May I say, Mr. Taylor, that we are delighted 
to have all of these gentlemen here. We naturally regret that we 
could not hear from them all. But as you can well understand, we 
have to conclude these hearings and make some recommendation and 
we must, insofar as possible, summarize the views and limit the spokes- 
men insofar as practical. 

Mr. Taytor. We certainly appreciate that. 

I would like to thank this committee for granting time to other 
modes of transportation in their investigation of the railroad sit- 
uation. As regulated common carriers, we come before this com- 
mittee with the intention of presenting testimony which will be as 
helpful and constructive as possible. 

In our opinion, the main consideration is to see that this Nation 
gets a healthy overall transportation system—and that includes 
healthy railroads. The chief problem is to organize our transporta- 
tion service in such a way that the inherent advantage of each mode 
of transportation is exploited to the fullest extent. 

In our brief presentation, I will discuss first the role of inland 
waterways in our economy. Various of the railroad proposals, if 
acted upon will result in serious damage to waterway transportation. 
What is the public interest ? 

Mr. ©, E. Childe will discuss the truly chaotic state of the railroad 
freight rate structure and will show that giving more freedom in 
ratemaking to the railroads will be damaging to the public interest. 

Mr. Lon Struble, Jr., president, Union Barge Lines, Pittsburgh, 
Pa., will show how misleading the plea for waterway user charges 
is and will trace some of the dangerous consequences of permitting 
the railroads to operate other modes of transportation. 

The gross national product has expanded by almost one-third in 
the last 10 years. Despite the current temporary business setback, 
there is no doubt but that our fast growing population will demand 
further substantial economic expansion. To a remarkable extent, in- 
dustrial development has been concentrated near navigable water- 
ways, particularly along the rivers of the Mississippi and Ohio 
systems and the Gulf Intracoastal Waterway. Billions of dollars of 
investment in expansion are made each year in riverside plants, Two 
major factors have influenced these decisions on plant location: Avail- 
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ability of a plentiful supply of industrial water and low-cost trans- 
portation by barge. 

The railroads themselves are quick to recognize the importance of 
the rivers. The Louisville & Nashville Railroad last February ad- 
vertised as follows in a Kentucky business magazine: 

No water worries along the “industry nourishing” Ohio River in Kentucky. 
Site affords: unlimited water supply, electric power, and natural gas, mainline 
railroad, navigable river, and paved highway transportation. 

Thirty years ago most of the member companies of this associa- 
tion did not exist. Our industry developed to answer the need for 
low-cost transportation of raw materials and manufactured products, 
Our basic thesis here today is that the growth and future prosperity 
of the Nation depends on the cooperative effort of all modes of trans- 
portation. Water transportation, where it exists, plays a critically 
important role. 

I would like to give you a brief description of our industry. If you 
will look at this map, you will see the area served by the waterways 
of this area, including the Mississippi from the Twin Cities to the 
gulf, 2,000 miles, linking the great grain-producing States with their 
main markets. The Missouri, reaching far up to South Dakota, does 
not yet have a 9-foot channel, but it is already playing an important 
part in the economy of these States. The 1,000-mile Soe Ohio con- 
nects the industrial concentration of the Pittsburgh area with the 
flourishing new industries of Louisiana and Texas. The Illinois is 
the link from the Mississippi to Chicago and the Great Lakes. The 
Tennessee and the Cokie bring low-cost barge transportation 
to the Southeast and the Warrior-Tombigbee serves the industrial 
complex around Birmingham, Ala. The Intracoastal Canal stretches 
from Mexico to Florida. 

In all (exhibit T-2), 21 States have a vital stake in these waterways 
I have just mentioned. These States represent 47 percent of the per- 
sonal income earned in the Nation, 50 percent of the farm income, 50 
percent of the Federal income taxes paid and are populated by 94 
million people, which is 56 percent of the total. 

The authorized routes of the members of the IWCCA amount to 
over 6,500 miles and, during last year, as I have stated, we performed 
over 24 billion ton-miles of freight service. 

I would like briefly to acquaint the members of the committee with 
a few highlights of the technology of our industry. 

This is a picture of a modern river tow (exhibit T-3). The barges 
are tied together so that, in effect, the tow acts like a single hull. 
You will note that, though we call it a tow, the towboat is in the rear 
and pushes rather than pulls. Tests show that it is much more efficient 
to push than to pull, and in the United States, wherever you have 
smooth water, this method is usually adopted. The method is spread- 
ing around the world as visitors come from abroad to study our 
methods. Last fall the first push towing was started on the Rhine 
River. The method is also coming into use in Africa and South 
America. 

The size of the tow varies with different rivers. On a canalized 
river such as the Ohio tows of 15 to 20 barges are common. Such a 
tow may contain 20,000 tons of freight—the equivalent of about 400 
railroad freight cars. 
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In the lower Mississippi, where the tows are not limited by lock 
size, they may be considerably larger and run up to 30 barges, and 
perhaps 30,000 tons in some instances. 

Senator ScHorrret. Mr. Chairman, I would like to ask the gentle- 
man a question. This exhibit, showing the barge arrangement, about 
how many thousand tons would be on that one shipment 

Mr. Taytor. That particular tow? That is probably about 14,000— 
14,000 or 15,000 tons. That is smaller than the maximum sizes I was 
talking about. That would be about 15,000, I would guess. 

Cargoes carried are raw materials, manufactured products, products 
of the farms and mines, including among others, coal, petroleum, 
scrap, steel products, automobile, sulfur, acids and other chemicals, 

aper and pulpwood, wheat, corn, rye, sugar, molasses. Values vary 
Secon $2 or $3 a ton to 70 or 80 cents a pound, and it is not uncommon 
for a tow to carry a cargo worth several million dollars. 

Journeys vary greatly in length. Some of the coal hauls are very 
short. Others on such commodities as pipe from Pittsburgh to the 
Texas oilfields are long, 2,500 miles. 

This next picture is a picture of the interior of the pilot house of a 
modern towboat. All kinds of navigational aids are used including 
radar. It became terrifically important when we started using it right 
after the war. We operated 24 hours a day and the availability of 
boats for use is very high. They operate almost 365 days in the year. 
Shortwave radio, ship-to-shore telephone are used very freely. Elec- 
tronic depth recorders, drift indicators, automatic pilots, all of the 
possible aids that there are. 

Barges themselves are several different types. The most common is 
the open-hopper barge used for such commodities as coal, sulfur and 
some steel products; covered barges are available for commodities re- 
quiring protection from the weather; grain, tinplate, sugar. Another 
= category is tank barges used mainly for petroleum and petro- 
eum products, and some of these tank barges are becoming highly 
specialized. Special lines permit transportation of acids and other 
chemicals and special barges for transporting automobiles make pos- 
sible handling of a thousand new cars down the river in one tow. 

Research on improvement in hull design in barges and towboats, 
shallow-water testing tanks both abroad and in the United States, re- 
sults in better propulsive efficiency. We can say without contradic- 
tion that the Mississippi River barge lines operate the most modern 
and efficient shallowdraft transportation equipment in the world. 

When water carriers first came under regulation in 1930, at that 
time the ground rules covering relationship of one mode to another 
were laid down in a national transportation policy. That policy is, 
of course, extremely important to us. However, in the interest of 
brevity I am not going to read it. You are all familiar with it. 

In discussing their reasons for the demand for more freedom of rate- 
making, the railroads make the claim that the steel wheel on the steel 
rail is the cheapest method of transportation freight. In making their 
calculations we feel strongly that they should have excepted river 
barge tows. 

We think that that subject is susceptible to very simple proof. If 
any of you were in St. Louis I could take you down to the dock and 
show you that I could start a barge with a thousand tons of cargo in 
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it moving, myself, by hand, and I doubt if you could push a 50-ton 
railroad car. 

Another way to talk about the advantage of barge transportation is 
to say that a 3,000- to 5,000-horsepower towboat will push 20,000 tons 
on the river, whereas the same horsepower locomotive hauls only a 
quarter as much. 

During the Korean war the Defense Transportation Department 
conducted a study to show which mode would produce the most trans- 
portation for a given amount of steel allocated for equipment. This 
was at a time when steel was in short supply. We brought these 
figures down to date in this exhibit. 

A ton of steel used in making a freight car carries a capacity of 2 
tons of freight. Thus a 25-ton hopper car will carry 50 tons. One 
ton of steel used in making a barge will produce capacity to carry 5 
tons of freight. Thus a barge weighing 170 tons will have a capacity 
for 900 tons of freight. Since the freight car and the barge each aver- 
age somewhat over 40 miles a gallon a day over a year’s time, the 
amount of work by the ton of steel in the barge will be far more than 
the same ton in the railroad car. 

This is reflected in the cost of equipment. The cost of 1 ton of ca- 
pacity is about $320 for the railroads against $120 for the barge lines. 

Fuel consumption is another yardstick. If you calculate the net 
ton-miles produced by a given quantity of diesel oil on the railroads 
and barge lines the answer comes out 4.21 gallons per thousand ton- 
miles on the railroads, and 3.15 gallons per 1,000 net ton-miles for the 
barge lines. 

Maintenance and repair costs are similarly lower. For railroad 
locomotives, 62 cents per 1,000 net ton-miles; for towboat, 22 cents per 
1,000 net ton-miles; freight car, 93 cents per 1,000 net ton-miles; barge, 
12 cents per 1,000 net ton-miles. 

Labor productivity is another yardstick in this connection. In mak- 
ing the comparison on it we eliminated all of the track maintenance 
workers, clerical workers, and reduced the thing to a comparison of 
barge boat crews and train operating personnel, and we come out with 
314 million ton-miles per year per freight train operating employee, 
and 11 million ton-miles per year per boat-crew member. This, of 
course, is reflected in our rates which average about 4 mills per ton- 
mile against about 1.4 cents for the railroads. 

However, the barge operation has substantial limitations. That 
rate situation doesn’t mean that there isn’t extensive competition. We 
are limited obviously to the rivers, and can’t match the thousands of 
destinations reached by the railroads and trucks. Our greatest ad- 
vantage is in long hauls. Despite the fact that our loads may be as- 
sembled and distributed in truck and railroad carload lots, our mini- 
mum shipments are between 500 and 1,000 tons. 

Our service is incomplete. The shipper may spend thousands of 
dollars in building docks, and it is the hiner who pays for delivery 
of freight to and from our barges, and in most cases for loading and 
unloading. 

Senator Scuorrren. Mr. Chairman, I would like to ask Mr. Taylor 
this question at that point solely for the benefit of the record and be- 
cause the matter has been before us in these other hearings. 

The barge loading and unloading facilities: Are those generally 
furnished o the shippers themselves, that is, from your experience, 
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or do you have the Government or the States or the municipalities 
furnishing the bulk of that type of facility ¢ 

Mr. Taytor. The bulk of that type of facility will be furnished b 
the shippers or receivers themselves. They are also provided in bot 
of the other manners that you are talking about. There are com- 
mercially owned docks. Some owned and operated by the barge lines, 
others by independent dock operators and some of the terminals have 
been built by municipalities, although I think now, in all cases that 
I know of, they are actually operated under contract by someone else. 

Senator Scnorpre.. On those facilities furnished by, say, the Gov- 
ernment or the municipalities, do you have those under lease for cer- 
tain parts of that equipment; do you pay a certain set contract charge 
for it, generally speaking ? 

Mr. Taytor. No. The usual arrangement is that whoever is operat- 
ing the limited number of that kind of dock is in the stevedoring busi- 
ness, and pays the municipality a rental or some fee for the thing, 
perhaps on a tonnage basis, and then assesses his charges including 
whatever that is, but not separated against freight handled for the 
shipper or consignee. 

Senator Scnorrren. Thank you. 

Mr. Taytor. These loading and unloading charges obviously vary 
greatly from place to place, and in many cases the actual loading or 
unloading and getting the material from the riverbank to the shipper’s 
or receiver’s place of business may actually exceed the rate for the 
river haul. 

For this reason in some areas the direct benefits of low-cost barge 
transportation reach out hundreds of miles from the river and in other 
instances we serve only business establishments or communities directly 
on the river bank. 

The benefits in general obviously reach out indirectly through the 
price of manufactured products to every part of the country. 

It is an economic fact that for commodities adapted to river trans- 
portation, the railroads cannot meet our charges unless they are willing 
to carry freight at less than their overall costs. The fact that 
they are anxious to compete by meeting or undercutting water rates 
can only be interpreted as a desire to eliminate water competition, 
since obviously with the slower and inferior service by water, an equal- 
ization of rate puts the water line out of business. 

Senator Lauscue. Repeat that statement. 

Mr. Tayrtor. Because of the slower nature of the service, and the 
requirement for—I am not reading this—requirement for larger 
minimums, and therefore its disabilities, the barge line must have a 
differential in order to compete with rail service, which is in general 
faster, in smaller units, and directly to the door. So that on equality 
of freight rates, there is no point in our soliciting business. We 
wouldn’t get any. 

This industry was practically nonexistent from about 1890 to about 
World War I, when the railroad broke down under the burden of war- 
time use, and following the war the river experienced a resurrection 
and continuing growth which is still going on. 

Just how this service works to the advantage of the economy, how 
barge movement of coal on the upper Mississippi affects the cost of 
living, the people in the Twin Cities, barge grain which puts more 
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money in the farmer’s pocket, barge steel which opens the world mar- 
kets to inland steel mills, is my next topic. 

It has been estimated that the Nation spends $27 billion a year for 
commercial and industrial transportation service. I mention this to 
emphasize how important a factor transportation is in the pricing of 
everything we use. It is obvious that transportation is as much a 
part of the cost of a product as raw materials and the payroll. 

One of the largest users of the waterways is agriculture. Grain and 
corn, molasses, feed, and fertilizers are well adapted to river transpor- 
tation, and travel in enormous quantities. You can see from this map 
how grain moves to market along the rivers. 

You can see in recent years the tremendous increase of the riverbank 
grain elevators, at which farmers delivering directly customarily re- 
ceive 5 to as high as 12 to 14 cents a bushel more for their grain than 
they do when Sslivered to elevators not directly accessible to water 
transportation. 

Petroleum is also among the largest waterway users and the con- 
sumer directly benefits from low-cost transportation of fuel oil and 
gasoline. Incidentally, the public has probably forgotten that when 
the coastwise tankers were sunk during the war much of the job of haul- 


ing petroleum from the Texas oilfields to the industrial East was per- 
formed by barge. The Office of Defense Transportation, reviewing 
the World War IT record of the waterways industry said: 

If our waterways rendered no service beyond that of transporting petroleum 


and its products during the war, they would have amply justified their improved 
existence. 


Coal, another commodity moved in huge quantities by river, is a 


perfect example of the direct benefit to consumers of low-cost barge 
transportation. Through a fuel clause in the pricing of power alon 
the rivers, the advantage of low-cost transportation is directly passe 
on to the consumer. 

The industrial stimulus of cheap power is well known in the river 
valleys. It is cheap power which is bringing the aluminum industry 
tothe Ohio Valley. It is cheap power that has led to the great atomic 
developments along the river. tt is cheap power that has nourished so 
much of the industrial and employment expansion in the river valleys. 

Similarly, everything we carry makes its contribution to lowering 
the final price of the product to the consumer. The influence of bar 
transportation operates deep within the economy, making possible 
tremendous flexibility in marketing for agriculture and industry. 

Senator Scuorrret. Do most of your operators own their own equip- 
ment, or do you lease a lot of your equipment ? 

Mr. Taytor. Most of it is owned. 

Senator ScHorrre.t. Owned outright ? 

Mr. Taytor. Owned outright; a very limited amount of leasing. 

I would like to touch on one other subject. In many speeches and 
hundreds of published statements as well as in direct testimony before 
this committee, the railroads have claimed that a prime reason for 
their difficulties is outmoded regulations. 

If one looks critically at this claim, you find a good deal wrong 
with it. The railroads, for instance, say that the introduction of 
regulation in the latter part of the 19th century was for the purpose 
of protecting the country from a monopoly. On the contrary as 
shown by the report of the Senate’s Select Committee on Interstate 
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and Foreign Commerce in 1886 which led to the passage of the Inter- 
state Commerce Act, the purpose was very different: 

The paramount evil chargeable against the operation of the transportation 
system of the United States as now conducted is unjust discrimination between 
persons, places, commodities, and particular descriptions of traffic * * * The 
evidence is conclusive that personal favoritism between rival shippers took first 
place * * * The indiscriminate and cut-throat competition of the carriers * * * 
offered a golden opportunity to those in search of secret and preferential rates. 

Later on, other modes of transportion came under regulation as 
the need arose. The truckers were regulated in 1935, the airlines in 
1938, and by 1940 the need arose for a general review of the entire 
transportation policy. The Wheeler-Lea transportation bill of 1940 
included for the first time a consolidated statement of transportation 
policy applicable to all types of carriers subject to the Interstate Com- 
merce Act. The same legislation extended partial regulation to water 
carriers. 

Since 1940, there have been a number of amendments to the Inter- 
state Commerce Act helpful to the transportation industry in general, 
some of them especially helpful to the railroads. A particularly prac- 
tical piece of legislation was the Reed-Bulwinkle Act of 1948 which ex- 
empted from the Antitrust Act rate agreements among common car- 
riers of a like type. 

Far from being outmoded, I think that succeeding Congresses since 
1887 have responded wisely as economic conditions have changed and 
the transportation needs of the public have changed. 

The act is among the most modern on the books and I have com- 
plete confidence that you will continue to require a showing of general 
public advantage in connection with any future changes. 

Thank you. 

Senator Smatuers. Thank you, Mr. Taylor. 

Are there any questions ¢ 

Senator Magnuson ¢ 

The Cuarrman. I have none. 

Senator Smatuers. Senator Schoeppel ? 

Senator Scuoerren. I note in your statement that you suggest an 
amendment to the congressional declaration of national transportation 
policy, calling for consideration of the cost of transportation in fixing 
rates. 

Is it your contention that that does not exist now, or that we do not 
have that type of an approach to the fixing of rates ? 

Mr. Taytor. That is in Mr. Childe’s testimony, and I prefer that 
he answer the question, either now or later. 

Senator Scuorppe.. Very well. 

Senator Smatuers. Senator Lausche ? 

Senator Lauscur. What type of fuel is used in these tow boats? 

Mr. Taytor. Almost entirely diesel fuel. 

Senator Lauscue. Are there any taxes except the general diesel fuel 
taxes paid on that fuel ? 

Mr. Taytor. You mean applicable to its use on boats? 

Senator Lauscne. Yes. 

Mr. Taytor. I think not. 

Senator Lauscne. There is no tax imposed against the barge lines 
specifically to be used for the maintenance of facilities along the 
rivers? 

Mr. Taytor. That is correct. 
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Senator Lauscur. The only taxes which are paid are those which 
are levied generally against corporate and individual entities? 

Mr. Taytor. Yes. 

Senator Lauscue. Am I correct in this, that in the year 1956 the 
freight carried amounted to about 110 billion ton-miles? 

Mr. Taytor. I think 1956 was lower than that. 

Senator Lauscur. What do you understand it to have been? 

Mr. Taytor. I understand it to have been about 90, and estimated 
at about 100 in 1957. It is not too much different, but I understand 
it isa difference. 

Senator Lauscur. Could you give figures which would show the 
rise in the freight carriage that has come to the barge lines? Let’s say 
in the last 10 years or 15 years. 

Mr. Tayvor. Iam sorry, I didn’t understand you. 

Senator Lauscue. I have figures showing that in 1952 there were 
carried 53 billion ton-miles; in 1953, 80 billion ton-miles; and in 1956, 
109,313,274,000. Are those figures approximately correct ? 

Mr. Taytor. Yes. 

Senator Lauscue. It is also my understanding that in fiscal 1959 the 
Federal Government proposes to spend an estimated $67 million for 
improvements of facilities along these rivers. Do you know whether 
that figure is correct ? 

Mr. Taytor. Sixty-seven million dollars? 

Senator Lauscue. Sixty-seven million dollars. 

Mr. Taytor. Yes, I think that figure is approximately correct. 

Senator Lauscue. And it also proposes to spend $37 million for 
the maintenance and operation of the facilities? 

Mr. Taytor. I think that is about right. Yes. 

Senator Lauscue. And isn’t it a fact that there has been authorized 
but not appropriated, projects which would entail a cost of $2,400 
million for inland waterway improvements? 

Mr. Taytor. That figure I am not familiar with. It is substantial, 
however. 

Senator Lauscue. It is a substantial figure? 

Mr. Taytor. Yes. 

Senator Lauscue. And that there has been authorized but not ap- 
sropriated the sum of $1,300 million for multiple-purpose projects 
farting some relationship to the carrying of freight on the inland 
waters. 

Mr. Taytor. That again is a figure I am not familiar with, But 
there is a very substantial amount in that category. 

Senator Lauscne. You do understand that the airlines pay a tax 
on fuel that is specially assigned for the defraying of expenses in air 
transportation services rendered by the Federal Government? 

Mr. Taytor. Yes, sir. 

Senator Lauscuer. You have no right-of-ways that you maintain? 

Mr. Taytor. That is correct. 

Senator Lauscne. Are you of the opinion that it is just to the gen- 
eral taxpayer of the country for you to have this privilege with these 
large expenditures without paying any special tax at all to help 
defray the cost of giving you the service # 

Mr. Taytor. Senator, that matter is treated in the latter part of 
this testimony. I will answer it, but it is treated affirmatively. I will 
answer it now if you want me to. 
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I think that the expenditures for navigation, of course, are only 
a part of the general water resources program which Mr, Struble is 
going to deal with. So that whatever the amount is, we are not talking 
about those amounts. 

Senator Lauscue. Might I say that I do not contemplate leaving the 
impression that these expenditures are all an incident of the business 
ery you carry on. They are for many other reasons, I do know 
that. 

Mr. Taytor. The expeditures for navigation purposes which made 
Lyre the operation of these companies, were obviously not made 

y those companies. They were made by the people in the river val- 
leys who felt that the improvement of the waterways to produce low- 
cost water transportation would be beneficial, and those improvements 
were made. We are the result of those improvements and had nothing 
to do with planning them, progressing them, or putting the waterways 
into usable condition. 

The situation is such that any user charge or toll, or whatever you 
want to call it, is something that we cannot absorb and must therefore 
pass on. If it is sufficiently large it will progressively put us out 
of business and our people out of work, which is something I personally 
am opposed to, naturally. But the point I am getting at is that the 
answer to that question really lies with the people who originally 
caused these developments to be made, which developments encouraged 
the transportation lines to come into existence and use them. 

We are, in a sense, in the middle on this thing. Whatever the in- 
crease is, we have to pass on and perhaps it winds up in getting us in a 
completely noncompetitive position and we go out of business, or if it 
is passed on it becomes a charge to the public who originally demanded 
the improvements for use. 

Senator Lauscue. Do you take the position, then, that you didn’t 
ask for these things; that they have been made available and you are 
using them ¢ 

Mr. Tayrwor. That’s right; yes, sir. 

Senator Lauscue. Do you mean that you do not push for improve- 
ments along these waterways? 

Mr. Taytor. We certainly push for maintenance of what is exist- 
ent. I do not think—as a company—I don’t believe that we have , 
segeree in favor of any particular extensions, Senator. 

Senator Lauscue. You do favor and urge the enlargement of the 
locks so as to be able to accommodate these tows which now involve 
many more barges than they did 20 years ago? 

Mr. Tayior. That is correct. 

Senator Lauscue. It is true, isn’t it, that you do urge the expan- 
sion of the barges ? 

Mr. Taytor. We urge the maintenance—— 

Senator Lauscue. And much of the money in this $69 million is 
involved in lengthened, strengthened, and widened locks. 

Mr. Taytor. A good deal of that—I don’t know the exact amount— 
is on the Ohio River where the existing locks require replacement. 

Senator Lauscue. That is true. 

Isn’t there a bit of justice in this proposal that having the use of 
these rivers and knowing that the Federal Government in 1959 will 
spend $67 million for improvements of facilities which you use, and 
$37 million for maintenance and operations, that we ought to give 
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some thought toward recouping a part of that for the general tax- 
payer? 

Mr. Taytor. It is a substantial portion of the general taxpayers 
that cause that expenditure to begin with, Senator. I think they 
are the ones that have to answer the question. 

Senator Lauscne. You can’t answer that question? That is, you 
think that there isn’t a bit of justice in the proposition that we ought 
to give some thought about recouping these expenditures ? 

Mr. Tayxor. I don’t say that the matter shouldn’t be considered. I 
think, however, that the people who should be consulted on the 
probable result—anything that I say is to an extent self-serving be- 
cause it is going to damage us and it is perhaps going to put us out 
of business. The people who put us in business are the ones, I think, 
who should have the most to say about whether that result is desirable. 

Senator Lauscne. You take the further position that if you are 
compelled to pay in some manner specifically for the building of these 
facilities and the maintenance of them, you will have to pass that cost 
on to the consumer and that it makes no difference to you? Or don’t 
you take that position ? 

Mr. Tayxor. I didn’t understand that last thing, that it makes no 
difference to us. 

Senator Lauscue. You will have to pass this on to the consumer? 

Mr. Taytor. That is correct. 

Senator Lauscue. And therefore the consumer in the end will have 
to pay anyhow. 

Mr. Tayor. He will have to pay anyhow, or do without the service. 

Senator Lauscue. Then he either has to pay by providing the 
money for the building of the locks and maintenance of them, or he 
has to pay through increased prices for the things which he buys? 

Mr. Taytor. That is correct. 

Senator Lauscue. And so it makes no difference to the consumer ? 

Mr. Taytor. On a broad basis; yes. 

Senator Lauscue. Now, if we get down to that proposition, doesn’t 
that same principle apply to all things, all taxes, that they are passed 
on to the consumer ? 

Mr. Taytor. Yes; if I understand you correctly. 

Senator Lauscur. So if we follow to the logical end, there is no 
sense in trying to recoup for the moneys which the Federal Govern- 
ment expends because, regardless of the course chosen, the ultimate 
burden falls upon the taxpayer and the consumer ? 

Mr. Taytor. That is correct. 

Senator Lauscue. Is it for that reason that you say that we ought 
not to consider trying to recoup in some way these expenditures. ? 

Mr. Taytor. That is essentially it. I said, I think, that the group 
who were finally the ones to pay it were the ones to be consulted rather 
than the people who are in business because of the situation and may 
go out if this method is chosen. 

Senator Lauscue. Isn’t it proper to say that those who have the 
greatest benefit out of it, who frequently are not the general taxpayer 
and the little consumer, ought to pay a greater portion of the cost 
of that project than the general taxpayer ? 

Mr. Tarim. I think that the benefits of the lower cost transporta- 
tion necessarily get broadly spread in the economy because whatever 
the transportation bill is, as I said here very briefly, is for a manu- 
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facturer—for example, a part of his cost of production—and while 
in some cases it is difficult to trace the savings of water transportation 
through to the ultimate consumer and in other cases fairly easy, it 
nevertheless has to be there as a matter of the production cost, and 
of necessity gets into final general pricing. 

Senator Lauscue. I don’t think I have any more questions. I just 
want to state to you what is bothering me in our economy. 

I am convinced that the ordinary citizen, with the ordinary income, 
cannot make ends meet. They can’t make ends meet because the gov- 
ernments are taking a major part of their income in taxes. The ordi- 
nary citizen is paying 30 cents out of every dollar that he earns in taxes. 
And that is the result of the Federal Government subsidizing every- 
body. And the subsidization is mainly at the expense of the little 
fellow who, with his wife, has to go to work in order to take care of 
their children and their family. 

I am not saying that it applies to the barge lines. I am giving you 
ny of this whole subject. 

r. Taytor. You are talking about the general taxing theory. 

Senator Lauscur. The general setup. 

The CuarrmMan. May [ask Mr. Taylor a question ? 

Why don’t you havea black line on the Columbia River? 

Mr. Taytor. We have no members up there. 

The CHarrMAn. No members up there? 

Mr. Taytor. That’s right. 

The Cuarrman. This is only the barge line of your members? 

Mr. Taytor. This map was prepared to show the area served by 
the members of this particular association. 

The Cuarrman. The main reason I ask is—pursuing what the Sena- 
tor from Ohio was talking about—there are some cases where water 
transportation becomes an essential part of a comprehensive project. 
It is put in a comprehensive project because it is one of the benefits that 
comes from the use of a natural resource. 

In the particular case in the Columbia River, building all the dams 
along the river, both public and private, locks are made a part of the 
dam just like the ierege and the storage and the irrigation and 
navigation and hydroelectric power. In that particular case we are 
paying back to the Federal Government every single dime that was 
te into the project. In the case of the power features, we are paying 

ack with 3 percent interest. So there would be a case where the barge 
lines or the public or the farmer in that particular case, back in the 
hinterland, gets the benefit of these projects assisted by the Federal 
Government. The taxpayer’s position is one where the Treasury 
makes a loan, and a good loan. But navigation comes from the de- 
velopment of any natural waterway. Whoever takes advantage of 
it spreads it throughout the whole area of the economy. 

Mr. Taytor. Yes, we think so. It necessarily has a wide effect 
on general pricing, even though not traceable in some cases directly 
to the traffic that moved on the river, even though it isn’t exactly the 
same tons. 

The Cuatrman. Youcharge certain rates? 

Mr. Taytor. Yes. 

The Cuarrman. Suppose that we could trace the benefits to a barge 
line in the development of a natural resource. Take the Ohio River 
and its tributaries, and suppose we traced it, which would be difficult 
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to do. What if then we would say that you should pay back so much 
because you use the waterways or you would be taxed somuch? You 
would just have to raise your rates, wouldn’t you ? 

Mr. Taytor. That is correct. 

The CuHarrman. And then the public wouldn’t get the advantage 
of what we call low-cost transportation. 

Mr. Taytor. That’s right. 

The Cuarrman. So it is almost a vicious circle, isn’t it? 

Mr. Taytor. Yes, sir. 

The Cuarrman. But where you are developing a valley or a big 
waterway like the Missouri, Ohio, Mississippi, the Arkansas, or the 
Columbia, you are developing a great natural resource in a compre- 
hensive way for all kinds of purposes, even including recreation. In 
that case, I think there is a great benefit to the public. 

Mr. Taytor. Part of Mr. Struble’s testimony is on the number of 
things that get involved in any waterway development. I think there 


are some 12 that we can specifically locate. There may be more than 
that. 


You have 12 cited, haven’t you? 

Mr. Srruste. Yes. 

The CHatrrman. You have the waterway in the Ohio River, how- 
ever, the Government did spend some money in replacing, as I recall 


it, old locks and old equipment, and of course they had the normal 
amount of dredging. 


Mr. Taytor. That is true. 

The Cuarrman. As a member of the Appropriations Committee I 
know these projects as they come in. We did it only because we 
thought there was a great overall benefit. ‘The barge lines were some- 
what incidental. 

Mr. Taytor. I am sure you didn’t do it for the direct benefit of the 
operating barge lines. You did it for the public benefit. 

The Cuatrman. I think you people came in and said it would be a 
nice thing. 

Mr. Taytor. Yes. 

The Cuatrman. And it would, for your people. But I don’t think 
that was controlling one iota in our making the appropriation on these 
great waterways of the United States in any particular case. 

Mr. Taytor. I am sure of that. 

Senator Smaruers. Mr. Taylor, you are the president of the Missis- 
sippi Valley Barge Line Co. itself; is that correct ? 

Mr. Taytor. Yes, sir. 

Senator Smatuers. Is your company somewhat typical in its finan- 
cial experience compared to the other hire companies which you are 
speaking for here today ? 

Mr. Taytor. I think so. 

Senator Smatuers. What has been the return on your investment, 
your annual return ? 

Mr. Taytor. Return on net capital investment is around, I 
think, 814. 

Senator Smaruers. Eight and a half percent? 

Mr. Tayrtor. I think that is about right. I will be glad to give it 
to you accurately. I am just pulling something out of the air. 

enator Smatuers. And that 814 percent is rather representative, 
21278—58—pt. 2——29 
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as you understand it, for most of these other barge companies which 
you are — for today ? 

Mr. Taytor. I think so. 

Senator Smatuers. That is considerably more, is it not, than the 
railroads are having returned to them ? 

Mr. Taytor. That is correct. 

Senator Smatuers. On that 814 percent, do you make regular 
dividend payments? 

Mr. Taytor. We have been. 

Senator Smatuers. And you hope to in the future, Iam sure. But 
there has been no occasion for you to bring about a succession of 
dividend payments ? 

Mr. Taytor. Not up to date. I would like to add, however, in that 
respect, that at the present moment I think most of our group are 
hurting considerably, and that along with a lot of other segments of 
the economy the other segments of the economy don’t have any patent 
on tough times at the moment. 

Senator Smaruers. Eight percent is a pretty good return. You are 
not complaining about 8 percent ? 

Mr. Taytor. I am not complaining about the past. 

Senator Smaruers. Do you have just a general statement that you 
can make with respect to the increase in your rates over the last 15 to 


20 years? What percent have the rates increased, the barge rates? 
Mr. Taytor. I would say that the average per ton-mile revenue in- 
crease since the war is probably in the neighborhood of 15 percent. 
Senator Smaruers. Fifteen percent per ton-mile increase in rates? 
Mr. Taytor. That’s right. 
Senator Smaruers. Do you know how that compares with the 


increase in the rates of the railroads? 

Mr. Taytor. Again that is a subject that Mr. Childe is going to 
handle. The permitted railroad increases are over a hundred percent. 
The ones actually taken are somewhat less than half that, or certainly 
not more than that. 

Senator Smaruers. All right, sir. I think those are all the ques- 
tions that I have to ask at this moment. 

Senator Lauscue. I would like to ask several more questions. 

T assume you favor the repeal of the excise tax ? 

Mr. Taytor. Yes, sir. 

Senator Lauscue. What is your position on the proposal of the 
railroads that they be given the right to engage in diversified carrier 
service ¢ 

Mr. Taytor. We are very strongly against it. Again that is a por- 
tion of this thing that Mr. Struble was to handle. I have no objec- 
tion to answering. 

Senator Lauscue. What is your position with regard to the recom- 
mendation of the railroads that there be eliminated from the present 
statutes those provisions which disallow them to fix a rate upon which 
they can make a profit, and upon which there is no discriminatory 
color, and which they are prohibited from doing because the purpose 
of the imo act is to keep all modes of transportation economically 
strong ¢ 

Mr. Taytor. That is an extremely complicated subject because to 
begin to give an answer to it—and this again is something that Mr. 
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Childe is going into—it is very difficult to examine an individual rate 
without examining the entire rail-rate structure as a background to it. 

Senator Lauscue. Mr. Taylor, just one question and I will con- 
clude. This will be general. If you don’t care to express an opinion, 
it is all right. 

Are you of the belief that the little consumer and the general public 
are not compelled to pay a terrific load of costs because of this 1940 
policy that the 4 or 5 types of transportation service must be kept eco- 
nomically sound, and that they shall not be permitted to compete be- 
tween themselves in a greater degree than they.do now under the law ? 

Mr. Taytor. I think this will be an answer. I don’t want to answer 
that “Yes” or “No.” I think that the intermode competition should be 
controlled. 

Senator Lauscue. It should be controlled? 

Mr. Taytor. It should be controlled. 

Senator Lauscue. I asked the question because I am beginning to 
feel that with the Federal Government controlling and not allowing 
a greater freedom of competition, this huge load which the ordinary 
citizen can’t bear is being created. I am leaning in the direction of 
greater competition and believing that it will finally trickle down to 
the little fellow who now cannot make ends meet. 

Mr. Taytor. Unrestricted competition, as between our companies 
and the railroads, would wind up very quickly with us being out of 
business. 

Senator Lauscue. In spite of all these advantages that you have? 

Mr. Taytor. Certainly. The financial resources oi the railroads are 
so very much greater than ours that they could stand a rough rate war 
long enough to bust all of us, and then you would be back with the 
raised rates again and without the competitive control that now exists 
on a great many of them. 

Senator Lauscue. You do know that the railroads are taking the 
position that they want subsidies from the Government now, and if 
they don’t get them a lot of them are going under ? 

Mr. Taytor. I know there have been some requests of that nature; 
yes. 

Senator Smatuers. I would have to straighten the record to this 
extent: I don’t recall any testimony, Senator Lausche, of the railroads 
saying that they want subsidy. They are asking for some indirect 
assistance which I assume any person in his own light could interpret 
as being a subsidy. I didn’t so interpret it, however, that their testi- 
mony asked for a subsidy. 

Senator Lauscuz. What I have in mind is the testimony given by 
the New Haven Railroad that in the commuter service—— 

Senator Smarners. That’s right. 

Senator Lauscue. They want a direct subsidy. 

Senator Smaruers. That’s right. That specific railroad, onthe mat- 
ter of its passenger service, where they were paralleled first by a canal 
in one instance and by highways in the other, and had to compete with 
what amounted to a completely Government-owned subway business, 
too. They said under those conditions, as I remember it, the president 
said he thought that they would be entitled to subsidy. But that. was 
not the statement of the Association of American Railroads as such. 

Thank you, Mr. Taylor. 
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Senator Lausche, do you have any further questions? 

Senator Lauscue. I have none. 

Senator Smatuers. Senator Schoeppel ? 

Senator Scuorrret. Mr. Taylor, can you give me approximately 
the number of oe that the association that you represent em- 
ploys? Just roughly. 

Mr. Taytor. I would rather give it to you accurately in writing. 
Our company employs about 950. 

nator Scuorrre.. I would appreciate it if you would furnish that 
for the record. 

Mr. Taytor. We will furnish you that exactly. 

(Two letters subsequently received from the witness are as follows:) 


MISSISSIPPI VALLEY BARGE LINE Co., 
St. Louis, Mo., April 9, 1958. 
Senator Grorcre A. SMATHERS, 
Chairman, Subcommittee To Investigate the Deteriorating Railroad 
Situation, Senate Interstate and Foreign Commerce Committee, 
Washington, D.C. 


Deak SENATOR SMATHERS: At the time I testified before your committee on 
March 17, for the Inland Waterways Common Carriers Association, the Inter- 
state Commerce Commission, upon Mr. Lausche’s request, submitted a letter 
detailing the following financial statistics for regulated water carriers for 1956: 

“Regulated water carriers for 1956: 


“l. Investment‘on carrier, property._._...................... $586, 550, 875 
“2. Less accrued depreciation and amortization.__..._._._..-___ 193, 897, 040 
3. Se, TAIN hich hata desma beret is whore deen wets cocndaninch 892, 653, 835 
“4. Wet. income ,atter taxes... ....~ 4 ~~ nes ene 49, 938, 987 


“Rate of return on investment, 12.7 percent. 

“If the investment figure without the deduction of depreciation and amortiza- 
tion is used, the percentage is 8.5. These figures exclude amounts for class C 
water carriers (those with operating revenues of less than $100,000 a year) 
for which data are not tabulated.” 

I believe that the above figures are somewhat misleading, and would therefore 
appreciate it if you would enter this letter on the record of your committee's 
testimony. 

In the first place, the Interstate Commerce Commission reported an investment 
on carrier property of $586,550,875. This figure includes the investment by 
all regulated water carriers, including inland waterways and coastwise. Our 
testimony was on behalf of the class A and class B carriers on the Mississippi 
River and its tributaries. The total investment for these 21 class A carriers and 
4 class B carriers is only $142,886,000. Furthermore, the figures reported by 
the Interstate Commerce Commission referred to rate of return on original 
investment as 12.7 percent after depreciation and amortization, and 8.5 percent 
on original investment before depreciation and amortization. It is our conten- 
tion that these figures are not generally used in financial circles in determining 
the profitability of an operation. It is more common practice to determine a 
return on the total of long-term debt, capital, and surplus. 

The attached tabulation marked “Exhibit I’ details Interstate Commerce 
Commission figures for the year 1956 for the nine members of the Inland Water- 
ways Common Carriers Association. 

You will note that the foregoing figures indicate a return after income taxes 
of 8.2 percent on original equipment, investment, 11.8 percent on this investment 
after depreciation and amortization, and 10 percent on the total of long-term 
debt, capital, and surplus. I would like to call your attention to 2 unusual 
situations in the case of Federal Barge Lines with a net before taxes of $695,000 
and $603,000 after taxes, and, in the case of Ohio River Co., with a net before 
taxes of $2,555,000 and $2,554,000 after taxes. In both cases there were previous 
year losses carried forward for tax purposes. 

If you would take the total net income before taxes of these 9 carriers of 
$13,235,000 and apply a tax factor of 52 percent, the net income after taxes 
would be $6,353,000. This figure, we believe, would approach a normal income 
after taxes and would reflect a return of 5.6 percent on original investment on 
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carrier property and equipment, a return of 8.1 percent on this investment after 
depreciation and amortization, and 6.9 percent return on the total of the long-term 
debt, capital, and surplus. These latter figures we would like to submit to your 
committee as being more representative of the earnings record of our industry. 

Supplementing the above figures, we would like to submit a similar tabulation 
for all the class A and class B carriers on the Mississippi River system, marked 
“exhibit II” attached. 

You will note that the net income after taxes of $11,149,000 represents a return 
of 7.8 percent on original carrier equipment investment, 11.3 percent on this 
investment after depreciation and amortization, and 9.6 percent on the total of 
long-term debt, capital, and surplus. 

If we apply a normal tax rate of 52 percent to the net income of $15,746,000, 
we will obtain a net income after taxes of $7,550,000, which represents a return 
an original equipment investment of 5.3 percent, 7.6 percent on this investment 
after depreciation and amortization, and 6.5 percent on the total of long-term 
debt, capital, and surplus. 

We contend that the above returns on the total of long-term debt, capital, and 
surplus are certainly not unduly high, and, as a matter of fact, in financial and 
industrial circles are considered quite low. 

We appreciate very much the time you have given us and hope that you will 
enter this letter on the record. 

Sincerely, 


G. C. Taytor, President. 
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MIssIssipPI VALLEY BarGe LINE Co., 
St. Louis, Mo., April 11, 1958, 
Senator Grorce A. SMATHERS, 
Chairman, Subcommittee To Investigate the Deteriorating Railroad Situa- 
tion, Senate Interstate and Foreign Commerce Committee, Washington, 
BD, @. 


DeaR SENATOR SMATHERS: At the hearings of your committee, at which I tes- 
tified on March 17, three questions were asked by Senator Schoeppel, to which 
I undertook to supply the answers in writing. I am sorry that these answers 
have been so long delayed. 

1. Senator Schoeppel’s first question was the total number of employees, of 
the companies represented by the Inland Waterways Common Carriers Associa- 
tion, for which I was testifying. Three thousand eight hundred and eighty-three 
were employed by the member companies on December 31, 1957. 

2. One of the reasons for the delay in answering these questions was my un- 
certainty as to exactly what the second question was, which resulted in my 
waiting until I could get a copy of the portion of the transcript containing the 
testimony. I am quoting a portion of this, which includes the request for 
information : 

“Senator ScHorrreL. Do your operators generally maintain pension arrange- 
ments, retirement benefits comparable to other modes and means of transporta- 
tion? 

“Mr. Taytor. Most of the companies certainly do. Whether there are any in 
this particular group that do not, I am not sure. I will answer that accurately 
if you want it answered. 

“Senator ScHorerret. I would appreciate it if you would. It would be helpful 
for the record because that goes into your operational costs and your rate 
structure.” 

To the best of my ability, I have compiled the information from the nine 
members of the Inland Waterways Common Carriers Association in the attached 
exhibit, which shows the various forms of such expenditures in terms of per- 
centage of payroll. 

8. I am again quoting from the transcript, including the third question that 
I was asked to answer: 

“Senator ScHOEPPEL. In your wage contract negotiations, do you have ac- 
celeration clauses providing for wage increases at periodic times, such as some- 
what in relation to the railroad situation? If you can furnish that information, 
it will be helpful. I would like it for the record. * * * by way of comparison 
of the various modes of transportation.” 

The situation of various members of the Inland Waterways Common Carriers 
Association as to union contracts is quite various as compared with the railroads, 
or in general with the trucklines. Contracts of various unions representing 
different members of the Inland Waterways Common Carriers Association have 
been on different bases; some have been for 1 year, some for several years, and 
in the latter case, have generally provided predetermined increases in cents per 
hour at various points in the terms of the contract. None of our members, so 
far as I am able to determine, have any agreements which provide for cost-of- 
living increases or for automatic increases based on length of service. While 
the unions involved and the contracts are different, the wage rates themselves 
for the various jobs, particularly on boats, are relatively uniform. 

I trust that the above satisfactorily answers the three questions involved. 

Very truly yours, 
G. C. Taytor, President. 


Percent 
0 


Type of expense 
Pensions 
Group insurance 
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Workmen’s compensation 


Senator Scnorrret. Do your operators generally maintain pension 
arrangements, retirement benefits, comparable to other modes and 
means of transportation ? 
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Mr. Taytor. Most of the companies certainly do. Whether there 
are any in this particular group that do not, 1 am not sure. I will 
answer that accurately, if you want it answered. 

Senator Scnorrret. I would appreciate it if you would. It would 
be helpful for the record because that goes into your operational costs 
and your rate structure. 

Mr. Taytor. That’s right. We do, for example, and I know in 
some detail as to 3 or 4 of the others. Beyond that I am not abso- 
lutely sure, and I would prefer to do it by submitting it to you. 

Senator Scuorrre.. In your wage contract negotiations, do you 
have acceleration clauses providing for wage increases at periodic 
times, such as somewhat in relation to the railroad situation? If you 
can furnish that information it will be helpful. I would like it for 
the record. 

Mr. Taytor. We have no automatic increases, or nothing tied to 
the cost of living, if that is what you mean. We have in the past 
made some agreements that were, say, for 2 or 3 years, and provided 
for step increases during those periods. 

Senator Scnorrre.. If you can furnish that information it will be 
helpful by way of comparison of the various modes of transportation. 

Mr. Taywor. Yes, sir. 

Senator Smaruers. The study of comparative efficiency of barge 
versus rail transportation, submitted by Mr. Taylor, will be made a 
part of the record at this point. 

(The study follows :) 


A Srupy or COMPARATIVE EFFICIENCY OF BARGE VERSUS RAIL TRANSPORTATION 


The purpose of this study is to examine several of the comparable features of 
each mode, and thereby to endeavor to evaluate the relative efficiency thereof. 
As demonstrated by the accompanying worksheets, the measure of efficiency 
is to be the quantity of material and energy input required, for the production 
of similar units of transportation service. 


SUMMARY OF COMPARABLE FEATURES—BARGE VERSUS RAIL 
1. Weight ratio of equipment to capacity : 


(a) Average weight of towboat : 750 tons 
Average weight of locomotive : 1,600 tons 

(b) Average weight of open hopper barge : 170 tons 
Average weight of open hopper car : 26 tons 
Barge ratio: 1to5 
Rail ratio: 1 to 2 


2. One-ton capacity cost: 


(a) Average cost of towboat : $750,000 
Average cost of locomotive : $170,000 
(b) Average cost of barge : $45,000 
Average cost of hopper car : $8,000 
Barge ratio of cost to capacity (1 ton) : $120 
Rail ratio of cost to capacity (1 ton) : $320 


8. Diesel fuel consumption : 
(a) Average barge (lower Mississippi, upper Mississippi and Ohio) : 3.15 gallons 
per 1,000 ton-miles 
Average rail : 4.21 gallons per 1,000 ton-miles 
4, Maintenance and repair costs: 
(a) Average towboat : 22 cents per 1,000 ton-miles 
Average locomotive : 62 cents per 1,000 ton-miles 
(b) Average barge : 12 cents per 1,000 ton-miles 
Average rail car ; 93 cents per 1,000 ton-miles 
5. Labor productivity : 


(a) Average barge line: 11 million ton-miles per year each operating employee 
Average railroad : 34% million ton-miles per year each operating employee 
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The 21 STATES Served by the 
Mississippi River System 
Represent HALF THE NATION 


56% of U.S. Population 
47% of our Personal Income 
59% of our Farm Income 


S 50% of Federal Income 
SXF Tax Collections 


INLAND WATERWAYS COMMON CARRIERS ASSOCIATION SOURCE; Stotistico! Abstract, of U.S, 1957 U.S Deporfnent of Commerce 








mM 
a 
< 
° 
om 
= 
_— 
< 
m 
mu 
= 
e 
fu 
° 


PROBLEMS 





1200 PROBLEMS OF THE RAILROADS 














PROBLEMS OF THE RAILROADS 1201 


COMPARATIVE EFFICIENCY 
BARGE vs. RAIL Transportation 


Ratio of Equipment WEIGHT 
to carrying capacity 
















Ratio of Equipment COST 
to carryeng capacity 
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Repair Costs 
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net ton miles 
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The Cuarrman. One question, for the record primarily: How does 
the present law on exemption of bulk commodities affect your or- 
ganization ? 

Mr. Taytor. That again is part of Mr. Struble’s testimony. 

We in general feel that common carriers not restricted to water lines 
would benefit by some exemptions in various parts of the act from 
regulation. 

enator Smatuers. Thank you, Mr. Taylor. 


THE AMERICAN WATERWAYS OPERATORS, INC., 
Washington, D. C., March $1, 1958. 


Senator Grorce A. SMATHERS, 
Chairman of Surface Transportation Subcommittee of the Interstate and 
Foreign Commerce Committee of the United States Senate, Senate Office 
Building, Washington, D.C. 


My Dear SENATOR SMATHERS: At the time Mr. G. C. Taylor, president of the 
Mississippi Valley Barge Line Co., a valued member of this association, testified 
before your subcommittee on March 17, in the current series of hearings on the 
railroad situation, Senator Frank J. Lausche asked him the following question: 
“If a rail carrier is in a position to reduce its rate on a given commodity and still 
earn a profit over its fully distributed costs of operation, should it be allowed 
to make such a reduction, or should it be prevented from so doing because it 
might have a harmful effect upon competing modes of transportation ?”’ 

Because of the importance of this question to the barge and towing industry, 
Mr. Harry C. Ames, a Washington attorney representing Mr. Taylor’s com- 
pany, has undertaken to answer it in comprehensive fashion in a letter addressed 
to Senator Lausche on March 21, 1958. Having had an opportunity to see Mr. 
Ames’ very complete discussion of what we consider a crucial factor in the cur- 
rent examination and discussion of competitive rate making, it has occurred to 
me that it would be beneficial to have Mr. Ames’ letter to Senator Lausche in- 
cluded in the record of the hearing of your subcommittee. 

I am enclosing a copy of Mr. Ames’ letter in hope that you will make it a part 
of the record. 

Sincerely yours, 
BRAXTON B. CARR, 
President. 


LAW OFFICES OF AMEs, Hitt & AMES, 
Washington, D. C., March 21, 1958. 
Hon. Frank J. LAUSCHE, 
United States Senate, Washington, D.C. 


My Dear Senator: At the hearing on March 17, 1958, before the Smathers 
subcommittee, you propounded to Mr. G. C. Taylor, president of the Mississippi 
Valley Barge Line Co., a question which I believe may be phrased as follows: 
“Tf a rail carrier is in position to reduce its rate on a given commodity and still 
earn a profit over its fully distributed costs of operation, should it be allowed 
to make such a reduction, or should it be prevented from so doing because it 
might have a harmful effect upon competing modes of transportation?” 

Out of an experience of 10 years as an attorney-examiner with the Interstate 
Commerce Commission and 29 years as a member of its bar, I hope you may find 
the time to read my answer to your question. I cannot pose as a neutral because 
Mr. Taylor’s company has been my client since its inception. I have, however, 
been confronted with this question in many cases before the Commission and 
believe I have had as much contact with it as any lawyer in the country. 

First of all, the question as stated is an outstanding example of oversimplifica- 
tion. If we could deal with the rate situation on 1 commodity, in 1 movement, 
closing our eyes to all others as well as to the effect of such a reduction, the 
answer would be plain. The rail carrier should be allowed to make the reduc- 
tion. But anyone even casually familiar with the freight rate problem knows full 
well that ratemaking cannot be insulated to such an extent. 

In competitive ratemaking involving rail carriers and water carriers two 
truisms must be constantly in mind. They are: 
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(1) Water carriage cannot hope to survive unless power is lodged in 
some forum to insure the continued maintenance of water rates differentially 
lower than the corresponding all-rail rates between the same points; and 

(2) Water carriers would lose in an all-out rate war against carriers by 
rail. 

No shipper in his right mind would use water carrier service, in bargeloads, 
subject to minimum weight requirements of 500 tons or more per shipment, when 
his traffic could be moved from and to the same points in the faster, more direct 
service by rail under minimum weights of 40 or 50 tons per shipment at the same 
price. Moreover, bargeload shipments must be loaded and unloaded by shippers 
and, therefore, require two additional handlings, as compared with shipments by 
rail. In our entire experience we have never published bargeload rates on a price 
parity with rail rates, and we would not presume to solicit shippers on any such 
basis. 

These things considered, let us visualize what would happen if rail carriers 
were given a free hand in making competitive rates. Their first move would be 
to reduce their all-rail rates to an exact parity with the overall charges which 
would attach to a bargeload shipment from and to the same points. As soon as 
outstanding commitments would permit, the shipper would change over to rail 
service. At this point in the competitive struggle the barge line would reduce 
its rate and thus recreate the old difference or differential under the rate by rail. 
Thus the rate war would be set in motion. 

Rate wars, whether between rail carriers themselves or between rail carriers 
and water (or motor) carriers have never been conducive to sound economic 
conditions in transportation. In the early days, for example, when the railroads 
could make rates for future application without regulatory restraint, carriers 
operating between Buffalo and the North Atlantic ports, in their zeal to handle 
grain coming into Buffalo by lake and moving to the said ports for export, 
published rates for that 400-mile haul which were approximately one-half cent 
per 100 pounds. (See In the Matter of Differential Rates, 11 I. C. C. 13). Many 
other examples, not quite so flagrant, could be instanced. 

The Commission has always felt—and students of transportation have agreed— 
that it is better that rate wars should be stopped at their inception, rather than 
being allowed to continue to the point where one participant retires from the field, 
or where the rates gravitate to the bottom-most level in the zone of reasonable- 
ness. This philosophy was applied in a case involving the haulage of petroleum 
products in the Northwest Pacific area. The railroads, the water carriers, and 
the motor carriers were competing for the traffic. The rail carriers published re- 
duced rates in order to capture the traffic. On protest, the reduced rates were 
suspended. Even though the reduced rail rates covered fully distributed costs 
the Commission found them not justified but it did approve rail rates somewhat 
higher than the competitive water-truck rates. In rationalizing its action, the 
Commission stated : 

‘“‘We have here a situation where carriers by rail, by highway, and by water are 
engaged in a competitive struggle over an important form of traffic. 

: 7 * cd * An ie 


“We were given power to fix minimum rates * * * primarily for the purpose 
of preventing destructive competition in rates and promoting the financial stabil- 
ity of the transportation agencies. Our duty in the exercise of that power is not 
done, therefore, if we allow competitive rates to gravitate to the lowest possible 
level. Minimum rates should be fixed, if it can be done, at levels which are con- 
sistent with some degree of carrier prosperity ; and in so fixing them we ought to 
be able to count on the cooperation of the shippers, because reasonable prosperity 
for the carriers is in the final analysis to the advantage of those whom they serve 
(Italic mine.) Petroleum Between Washington, Oregon, Idaho, Montana, (234 
I. C. C. 609, 636-637. ) 

The railroads made that decision a test case on the extent of the Commission’s 
minimum rate power, and it received complete affirmation by the courts. 
(Scandrett v. United States, 32 Fed. Supp. 995; Same v. Same 312 U. S: 661). 

The Commission’s statesmanlike approach in that case to the matter of com- 
petitive ratemaking would be completely destroyed if Congress were to give 
the railroads the freedom they seek in setting up competitive rates. And en- 
tirely apart from the disastrous effects of such legislation upon the water carrier 
industry other equally undesirable results would appear to be inevitable. Let 
me explain as briefly as possible the difficult and complex problem to which I 
refer. 





1204 PROBLEMS OF THE RAILROADS 


If railroad traffic as a whole is to show a profit between receipts and expendi- 
tures there is placed upon that traffic what is commonly referred to as the “burden 
of transportation.” Since that “burden” is composed of millions of different 
articles which run the gamut from sand, slag, etc., to expensive articles, the rail- 
roads are faced with the problem of distributing the entire “burden” so that each 
of the various commodities is assigned a share which is compatible with its 
ability to pay the charge or rate assigned. The guiding principles involved are 
commonly referred to as “what the traffic will bear,” or the “value of the service.” 

Quite obviously, the actual cost of operating trains does not enter into the 
matter. This must be so because the physical effort, or cost expended, is the same 
whether a car contains 50 tons of sand or 50 tons of expensive machinery. So 
when it is said that any given rate exceeds “out of pocket” or “fully distributed 
costs” we are first of all making a comparison with a figure which has not entered 
into the fixation of the rate, and a figure which, at best, is merely an approxima- 
tion of averages subjected to a certain degree of refinement based upon the type of 
equipment used, ete. 

It follows, therefore, that every time a carrier by rail selects a certain com- 
modity which is moving in water-carrier service, and drastically reduces the 
rail rate on it, the distribution of the “transportation burden” is thrown out 
of gear to that extent so that the slack must be taken up by or assigned to some 
other commodity. Thus, that portion of the shipping public which does not 
ship goods competitive with water carrers is compelled to subsidize the 
competition. 

The willingness of the rail carriers to make such substantial reductions in 
traffic competitive with water carriers presents a paradoxical situation. Since 
1945 the rail carriers have veen given permission by the Interstate Commerce 
Commission to effect general increases in their rates on 10 or more occasions. 
If all of these increases had been published and kept in effect the cumulative per- 
centages would be more than 100. We must assume, of course, that these various 
requests for increases would nct have been granted unless the Commission was 
convinced that the rail carriers needed them. This leads to the further assump- 
tion that the overall rail rate structure can not be regarded as excessive or 
unreasonably high. How, then, can the rail carriers afford to voluntarily reduce 
these permissive rates to such an extent that their rate structure, instead of 
being over 100 percent in excess of that pric: :~ 1945, is actually less than 50 
percent higher? 

The answer is plain. Their general structure has been swelled to such an 
extent by this constant stream of increases that they are able to select com- 
modities competitive with water cirriers, reduce their rates drastically, and 
still come up with car-mile earn ngs which compare favorably with those 
reflected in the arithmetic averages which go to make up the wholly suppositi- 
tious fully distributed costs. Their competitive efforts may be highly concen- 
trated, so far as water carriers vn the inland rivers are concerned, because 8 or 
10 different commodity descriptions will account for 90 percent of the traffic han- 
dled by barge lines. In other words, we are sitting ducks for the competitive 
sniping. 

The Commission has refused to be misled by these circumstances and has con- 
sistently applied the principles enunciated in the Scandrett case which, as stated, 
have received the approval of the courts. Any other course of action would 
sooner or later spell out the doom of water transportation on the inland rivers. 
This latter statement is not that of an alarmist. The railroads completely elimi- 
nated water transportation on the inland rivers prior to World War I and they 
can and will repeat the process if given free rein. As stated by the late Com- 
missioner Eastman in a separate concurring expression in Petroleum from New 
Orleans (194 I. C. C. 31): “The railroads in their early years encountered stiff 
competition from many steamboat lines plying upon these waters, and they 
proceeded to meet this competition ruthlessly. Eventually they swept the water 
clean of the competing craft * * *.” 

We earnestly hope that history will not be allowed to repeat itself. 

If you have read this letter, I thank you. If you have not, I can only say that 
I could not resist the temptation to discuss the complex situation and the many 
facets involved in it. I would deem it a great privilege if I could be given the 
opportunity to sit down with you and go over the matter personally. 

Very sincerely yours, 
Harry C. AMEs. 
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Mr. Childe, you are next at bat. You are from Washington. Will 
you identify yourself as to your occupation ? 


STATEMENT OF C. E. CHILDE, TRANSPORTATION CONSULTANT FOR 
THE INLAND WATERWAYS COMMON CARRIER ASSOCIATION 


Mr. Cuiipg. Mr. Chairman and gentlemen, my name is C. E. Childe. 
My residence is Cambridge, Md. I am a transportation consultant and 


I am appearing in this hearing on behalf of the Inland Waterways 
Common Carrier Association. 


Senator Smaruers. Mr, Childe, may I say, in looking at this rather 
lengthy statement that you have here, I don’t want to unduly press 
you, but any way that you can brief this, we will make this entire state- 
ment a part of the record. We will be highly gratified if you can brief 
the points that you wish to make. 

r. Cuttpe. My qualifications are stated in the mimeographed state- 
ment. With your permission, I will merely summarize what I consider 
to be the more important points in my statement. 

Senator Smaruers. Thank you. We would appreciate that. 

Mr. Cuixpe. I shall refer, as I go along, to some charts, which I 
would like to have you see. Smaller reproductions are to be found in 
the appendix to the mimeographed statement. 

(The statement referred to is as follows:) 


My name is C. E. Childe. I am a transportation consultant with offices and 
residence in Cambridge, Md., appearing for the Inland Waterways Common 
Carriers Association. This organization represents the major common carrier 
barge lines in the United States. 

My experience in transportation has extended over more than 50 years, and 
for over 40 years I have been a practitioner before the Interstate Commerce 
Commission. In 1926-1928 I was president of the National Industrial Traffic 
League, a national organization of shippers. From 1935 to 1940 I was chairman 
of the traffic committee of the Mississippi Valley Association, an organization 
devoted to the transportation and economic development of the Mississippi Valley 
States. 

In 1941 I was appointed by President Roosevelt a member of the Transporta- 
tion Board of Investigation and Research, created by the Transportation Act 
of 1940 to study and report to the President and Congress on the relative econ- 
omy and fitness of carriers by railroad, highway, and water, for development 
into a national transportation system adequate for commerce, the postal service, 
and the national defense. This Board also made studies and reports on the na- 
tional freight rate structure and relation of rates to costs. 

Since the termination of that office in 1944, I have made transportation sur- 
veys, traffic, rate, and cost analyses, and economic studies of transportation 
and marketing for the Senate Small Business Committee, President Truman’s 
Water Resources Policy Committee, the Secretaries of Commerce and Agricul- 
ture, United States Army Engineers, the Maryland Port Authority, and numerous 
private clients. 

This committee, in my opinion, is performing a timely and important public 
service in making this inquiry into the deteriorating railroad situation. My dis- 
cussion of the subject will be from the standpoint of what I conceive to be the 
general public interest. 

Spokesmen for the railroads have pointed out that their difficulties are deep- 
seated and long-standing. There is little self-criticism in their presentation 
however and, it seems to me, they have made less than adequate response to 
the committee’s inquiries as to what improvements are within the powers of 
the railroads themselves to undertake. 

Some of their legislative proposals, such as to expedite action of State com- 
missions on elimination of nonprofitable passenger trains, and to repeal excise 
taxes on transportation charges, would be helpful. But the railroads’ proposals 
that they be given greater freedom to engage in other kinds of transportation 
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and .to cut competitive rates while raising rates on so-called noncompetitive 
traffic, without regard to the effect on other carriers or the public, would in my 
judgment be extremely harmful to the railroads themselves, to other carriers, 
to shippers, localities, and regions, and the economy of the country as a whole. 

I take issue with statements that— 

(1) the railroads are suffering in any important degree from unfair competi- 
tion, subsidized or otherwise ; 

(2) the Interstate Commerce Commission does not give the railroads enough 
freedom to make competitive rates ; 

(3) the Commission failed to give the railroads adequate and timely rate in- 
creases ; and 

(4) Federal regulatory laws are outmoded and designed to treat the railroads 
as a monopoly which they no longer are. 

On the contrary, I think Congress has done a good job to keep transportation 
legislation up to date and effective; that our national transportation policy is 
sound; and that over the years our legislative and regulatory bodies have con- 
sistently shown a, friendly and helpful attitude toward the railroads, as well 
as other carriers. 

The railroads could become strong and prosperous and render better service 
to the public at lower costs by revising their pricing system, improving their serv- 
ices, eliminating preventable wastes, and coordinating their services with other 
modes of transportation into a truly national transportation system. 

The railroad rate structure, in my opinion, is the major reason for inadequate 
railroad earnings. Repeated rounds of general increases in railroad freight 
rates, followed by selective rate reductions to below-cost levels, to keep traffic 
away from competitors, have gone to such length as to seriously diminish rail- 
road revenues, as well as those of other modes of transportation. Statements 
which have been made to you by railroad spokesmen that their charges reflect the 
full cost of their services are highly inaccurate, so far as a vast number of their 
individual rates are concerned. 

The truth is that railroad rates are made with such disregard of cost that 
literally millions of them are below cost as computed by the Interstate Commerce 
Commission, and the losses on nonremunerative traffic have to be made up by 
charging rates correspondingly above cost on the remaining traffic. No other im- 
portant industry in the country, to my knowledge, does business or attempts to do 
business with such disregard of cost. 

Early in their history, the railroads adopted a policy, which originated in Eng- 
land, of basing rates on “what the traffic will bear,” in which the cost of service 
is given practically no consideration, but the aim is to make the highest possible 
charge for each individual service which will still attract a sufficient volume of 
traffic to yield the maximum overall revenue. In its actual working-out, the prac- 
tice has been to cut rates on competitive traffic to any point necessary to attract 
the largest possible volume, and on noncompetitive traffic make the highest pos- 
sible rates at which it can move at all. 

This practice resulted, before Federal regulation, in a succession of ruthless 
rate wars between the railroads themselves and between railroads and such 
competitive overland and water transportation as then existed. Most of these 
competing carriers were run out of business. Secret rate concessions and rebates 
were given to large shippers; small shippers and communities had to pay the 
highest rate levels. Between rate wars and accompanying bankruptcies and 
reorganizations, the railroad made agreements, usually of short duration, to 
maintain published rates. 

It was this chaotic situation and resulting intolerable discriminations between 
shippers and localities which brought about the enactment of the act to regulate 
commerce in 1887. Weaknesses in the original law made regulation ineffective, 
until the Elkins Act of 1903 and the Hepburn Act of 1906 abolished rebates, re- 
quired the publication and observance of tariffs, and gave the Interstate Com- 
merce Commission power to require the railroads to furnish transportation upon 
reasonable and nondiscriminatory terms. 

The paramount purpose of the regulatory laws was declared to be to wipe out 
by the roots all forms of discrimination. However, the immediate effect of regu- 
lation was to make the railroads’ published tariffs, based on the “what the traffic 
will bear’ theory, the legal rates, which the Interstate Commerce Commission 
had to accept and maintain as just and reasonable rates unless they were proved 
otherwise. The language of the act declaring unjust discriminations and undue 
preferences and advantages unlawful was construed as justifying discriminatory 
rates which were established to meet different competitive conditions. 
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Thus, strangely enough, competition, which was and has always been the 
principal cause of discriminations, legally became the justification for discrimi- 
nations; and discriminatory rates became an established and approved part of our 
rate structure. The Commission has done what it considers it properly can do, 
within the law, to keep injustices to a minimum. 

Nevertheless, where railroads compete with other modes of transportation, 
such competition is regarded by the Commission as justifying drastic reductions 
below the levels which are maintained and considered as reasonable for similar 
hauls of the same kinds of traffic elsewhere. Other modes of transportation, 
of course, attempt to neet such reductions, so far as they can. Thus, as competi- 
tion of the railroads with other transportation increases, discriminations of the 
rate structure become greater and greater. 

I have made a rough diagram, which is chart No. 1 attached to my printed 
statement, which illustrates how this works: 

Suppose you are a shipper at point A, located on railroad X, sending your 
product to market M, 200 miles away, for which you pay a rate of $1 per hundred 
pounds. You have a competitor at point B, likewise on railroad X, the same 
distance from market M, who also ships to market at M and pays the railroad a 
rate of $1 per hundred pounds; thus you both obtain your transportation upon 
equal terms without discrimination. 

But then a competing carrier Y starts in business from B to M—say a truck 
or barge—which establishes a rate on your competitor’s traffic of 80 cents per 
hundred pounds. The railroad then reduces its rate from B to M to 80 cents; 
then the competing carrier reduces its rate, and finally both carriers have a rate 
of 60 cents per hundred pounds from B to M. During this time your rate from 
A to M, has remained at $1, because your shipments are considered “noncompeti- 
tive,” since you can ship only by railroad. But the railroad’s earnings have 
been depleted by the rate reduction from B to M, and other reductions like it, and 
by higher costs, so it makes a general increase in rates. Your rate from A to 
M goes up to $1.20. The rate from B to M may be raised, say to 70 cents, but 
unless the competing carrier raises its rate, it will probably remain at 60 cents. 
Your rate has now become so high, compared with your competitor’s, that you 
cannot do business at market M, and you either quit or buy yourself a truck 
and haul your own goods. 

The result is the railroad has lost what it formerly carried from A to M at 
$1; and what it hauls at 70 cents or 60 cents from B to M yields little, if any, 
profit. The only way you, the shipper at A, can survive is either to absorb the 
rate disadvantage out of your own pocket, or get a cheaper carrier to haul your 
traffic from A to M, or move somewhere else. 

Obviously, your shipments from A to the market M are as competitive, in the 
real sense of the word, as shipments from B to M. But the railroads take the 
view, and in this they are upheld by the Interstate Commerce Commission and 
the courts, that it is proper, that is, not unduly preferential or prejudicial, to 
make lower rates between the points directly served by competing carriers than 
between points not having directly competitive service. 

This philosophy of ratemaking has been carried to such lengths that, like a 
cancer, it is sapping the life and prosperity of the railroads themselves, and 
threatening the welfare of all types of transportation and of the country gen- 
erally. The only thing which checks it now is the restraining arm of the 
Interstate Commerce Commission, which attempts to hold competitive rates 
somewhat above the so-called out-of-pocket costs, while at the same time it 
injects new rate increases into railroad revenues. 

But the competitive rates it has permitted the railroads to establish have 
become so numerous and have gone so far below the demonstrated full cost of 
the service, that literally millions of railroad rates on a large proportion of 
their freight traffic are below full costs, and many thousands of rates are even 
lower than the so-called out-of-pocket costs. Thus the average rates of the rail- 
roads as a whole are slipping downward, and railroad revenues are becoming 
thinner at the same time that noncompetitive rates are going higher and higher. 

Some explanation may be needed of the term “out-of-pocket cost,” as distin- 
guished from “full cost.” Out-of-pocket cost is that part of the entire cost which 
is supposed to vary directly with the volume of traffic. However, it must be 
borne in mind that in the long run the entire cost varies with the traffic volume, 
and necessarily the entire cost including general expenses and taxes, as well as 
all direct operating expenses plus a return on the investment, must be covered 
hy the rates, or the carrier cannot long remain in business. 
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There is, it seems to me, on the part of many railroad officials and some Gov- 
ernment officials as well, a lack of awareness, or perhaps an unwillingness to 
face the fact, which I think is vitally important to the consideration of the 
future of transportation in this country, that inequalities impossible to justify 
on economic grounds permeate the rail rate structure to the point that rate 
levels on whole categories of commodities and in innumerable individual instances 
vary from far below to far above the cost of the service for like transportation 
hauls. Carriers suffer unnecessary losses of traffic and revenue from this pricing 
system; shippers, receivers, industries, and communities are injured when the 
rates they pay are unfair compared with lower rates paid by other shippers. 

Possibly the explanation is that the railroad ratemaking system is of such long 
standing that it is taken for granted as normal or necessary. However that may 

be, I believe that if any other large industry—say, an automobile manufacturer 
or retail food chain—would try to discriminate in its prices as the railroads do, 
the whole country would be shocked. The railroad rate inequalities are getting 
worse as competition between the railroads and other carriers increases, and 
while the Interstate Commerce Commission is trying to keep reductions from 
going below out-of-pocket costs, the state of the rate structure today is evidence 
that it has not succeeded in a great number of instances, and I do not think 
it can succeed so long as the railroads continue, with the law’s permission, to 
combine general rate increases with selective rate reductions on competitive 
traffic to or below out-of-pocket levels. Because of these inequalities shippers 
are turning more and more to other modes of transportation, including private 
and unregulated transportation, for relief. 

If the changes in the law now advocated by the railroads are adopted, depriv- 
ing the Commission of the power to consider the effect of rate reductions on the 
traffic of other modes of transportation, the results inevitably will be still greater 
discriminations between the high levels of normal, or “noncompetitive,” rates and 
the low levels of “competitive” rates, and still greater injuries to both carriers 
and commerce. 

Of course, a carrier could not engage in such discriminations unless it has a 
backlog of high-profit freight somewhere to offset the slim profit or lack of profit 
on the so-called competitive traffic. Presumably the railroads consider that they 
have enough backlog to enable them to win out against the trucks and water 
lines who have no backlog. 

One aspect of the railroads’ proposal which seems worthy of notice is that 
while they want unrestricted opportunity to compete with other forms of trans- 
portation, they are opposed to wide-open competition between themselves. 

You will recall that, in 1948, after urgent appeals of the railroads, Congress 
enacted the Reed-Bulwinkle Act, which exempted railroads and other common 
carriers from the antitrust laws by permitting them to set up rate committees 
or associations to fix rates by agreement. This virtually put an end to rate 
competition between railroads, although the right was given to individual car- 
riers to establish independent rates, which is seldom exercised. It was argued, 
in support of the Reed-Bulwinkle bill, that regulation of the Commission had 
superseded competition between railroads in ratemaking and, since this was so, 
rates made by agreement should be sanctioned by law. 

It seems to me quite illogical to urge that the railroads be released from the 
restraints of regulation in competing with other modes of transportation, and at 
the same time, railroads’ rates be kept under shelter of the Reed-Bulwinkle 
Act against competition of railroads among themselves. I mention this to point 
out that if unrestrained competition between railroads and other carriers is to 
be permitted by enactment of the changes now proposed—which I do not advo- 
eate—the Reed-Bulwinkle Act should simultaneously be repealed. 

Fortunately some leading railroad executives are now outspokenly question- 
ing the wisdom of performing any of their services below cost, even if it should 
mean the loss of some traffic to other forms of transportation. Of course, in- 
dividual railroads can do little by themselves to correct the situation, which 
will require help from the Interstate Commerce Commission, and I believe some 
legislative directions from Congress, to make much progress in this direction. 

We now have studies conducted by the Interstate Commerce Commission’s 
Cost Finding Section, comparing rates and revenues with costs, by regions and 
for the United States as a whole, which throw new light on the problem. From 
these studies I have prepared some charts and tables which I should like to call 
to your attention. 

Chart No. 2 shows the average ratios, for the United States as a whole, which 
earload rates on each of the 257 classes of commodities bear to the full cost of 
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the transportation, under the Commission’s formula, which includes operating 
expenses, rents, taxes, and 4 percent return on value of property, plus an al- 
lowance for the losses on less-than-carload transportation and passenger trans- 
portation services. Full cost, under this concept, is what the revenues from 
carload freight must cover for the railroad to earn 4 percent return. The hori- 
zontal line running across the middle of the chart represents the cost level; the 
bars extending upward and downward from the cost line represent the percent- 
age relation of rates to cost for each commodity class. These commodity classes 
are identified on the chart by consecutive numbers, and the table adjoining 
the chart in the appendix to my printed statement, shows by the same numbers 
the name of the commodity, its percentage ratio to cost, and the percentage of 
total tons and ton-miles in each commodity class. 

The width of the bars on the chart show approximately the relative import- 
ance of each class measured in ton-miles. The first three vertical lines at the 
left of the chart, for example, are explosives, military vehicles, and guns and 
parts, on which the rates are more than 300 percent of cost. 

The vertical lines or bars in the higher levels to the right, ranging downward 
from 300 percent to 150 percent of cost, are mostly high-grade manufactured 
and consumer goods, such as vehicles, machinery, agricultural implements, hard- 
ware, tools, wearing apparel, utensils, and metals. - Rates on manufactured iron 
and steel articles, which are important from revenue and tonnage standpoint, 
now average around 150 percent of full cost. 

Some raw agricultural products, such as wheat (139 percent), rice (146 per- 
cent), unmanufactured tobacco (141 percent), are charged relatively high rate 
levels—higher than a great many manufactured and semimanufactured prod- 
ucts, such as copper, brass, bronze, paper, candy, chinaware. Getting down 
to the lower brackets, from moderately above cost to considerably below cost 
levels, are most of the low-grade, heavy-loading commodities, and also many 
relatively expensive, light-loading agricultural and industrial commodities, on 
which the rates are kept low by competition or custom—for instance, fresh 
meats, 107 percent ; seafood, 116 percent; printed matter, 118 percent; bananas, 
100 percent; gasoline, 94 percent. Oddly, wheat flour and mill products rates 
average only 73 and 74 percent of cost, respectively, in contrast with raw wheat, 
139 percent. 

Average rates on most refrigerated fruits and vegetables, such as. melons, 
lettuce, celery, grapes, peaches, and on livestock—hogs, cattle, sheep, and goats— 
are far below cost, although some high rates are charged in these categories. 

In contrast with this are the heavier-loading farm products—grains and cot- 
ton—which pay far more than cost. Gravel and sand are hauled at an average 
of 55 percent of cost; pulpwood, 54 percent; sugar beets, 45 percent; copper ore, 
28 percent; most ores are hauled at less than cost; bituminous coal, on the 
average, pays 80 percent; and coke, 76 percent of full cost, although it is well 
known that a few coal-carrying roads in the eastern Appalachian region are 
among the most prosperous in the United States—this is because their costs 
are much below average. 

But the fact that coal, as a whole, fails by 20 percent to pay its full cost 
is striking evidence that a great many coal rates, including those which have 
been reduced to prevent the traffic from moving by barge, yield the railroads 
less than the cost of carrying it. It must be borne in mind, as to practically all 
of the 257 commodity classes shown on the chart that the relationships shown 
are merely the averages and that individual rates in each class are substantially 
below, as well as substantially above, the average. 

Looking merely at the averages, 75 of the commodity classes, 66 percent of the 
tons, and 49 percent of the total ton-miles, are carried at a loss. To this should 
be added the less-carload traffic, which is not shown on the chart, but on which 
the Interstate Commerce Commission’s figures show a loss of approximately 
$100 million a year. Obviously it is possible for the railroads to carry such 
a large percentage of their traffic at a loss only because the remaining traffic, 
represented by the bars extending above the cost-line on this chart, pay higher 
rates than would be necessary if it were not for the losses incurred on the 
commodities below the cost line. 

The next chart, No. 3, and accompanying statement are prepared in the same 
manner as the preceding chart, except that it shows the ratios of the carload 
commodity classes to so-called out-of-pocket cost, instead of the full cost. Out- 
of-pocket cost, as I have mentioned, represents merely that portion of the cost 
which, according to the Commission’s cost section’s computations, varies directly 
with the volume of the traffic. 
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In other words, on a shipment which fails to pay out-of-pocket cost, the rail- 
roads pay out more money for hauling it than they take in, even if the general 
and overhead expenses are disregarded. It will be noted from this chart that 
39 commodity classes fail, on the average, to pay even out-of-pocket expenses, 
te the railroads would be better off financially if they stopped carrying this 

raffic. 

I suggest that it would be appropriate to ask the rail executives who state 
that their revenues are inadequate and that they are not allowed to maintain 
rates at remunerative levels, why it is that they do not raise rates on this non- 
profitable freight. If they should answer that they must keep the rates low 
to retain the traffic, it would be interesting to learn how they know, without 
trying, what volume of traffic would move at rates which would yield some 
profit ; and whether there is any point in carrying the traffic if it simply means 
an added burden of expense upon rail traffic as a whole. 

Of course, these averages only tell a part of the story. The real picture is 
one of individual rates for individual movements. It is these which determine 
the limits within which one carrier may compete fairly with another, or a 
shipper can find a profitable market, or a community grow and prosper in com- 
parison with another. I give some illustrations in the charts which follow, 
showing how far the railroads have already gone, with the Commission’s ap- 
proval, in raising so-called noncompetitive rates and reducing competitive rates. 

Chart 4 shows the present rates on steel oil drilling pipe from Pittsburgh. the 
country’s largest producing point, to destinations in two important oilfields 
equidistant from Pittsburgh, namely, Williston, N. Dak., and Luling, Tex. 
Each of these destinations is 1,132 miles from Pittsburgh by rail. The rate 
from Pittsburgh to Williston is $1.76 per 100 pounds, which may be considered 
about the normal level for steel pipe moving that distance, although the Com- 
mission has authorized higher rates on all steel articles than the railroads have 
seen fit to establish. 

But, as you will note from the chart, the rate from Pittsburgh to Luling is $1.34 
per hundred pounds, 42 cents less than for the equal haul to Williston. The 
reason is that there is an inland waterway running down the Ohio and Missis- 
sippi Rivers and on the Texas Intracoastal Canal, from Pittsburgh to Houston, 
and Luling is within trucking distance of Houston. Cost of transporting pipe 
by barge is much lower than by rail, and shippers have been able to save 
money by using the water route to Houston, and trucking beyond. 

The railroads, in order to keep this traffic on the rails, have reduced their 
normal rate and if the proposed legislation is passed, nothing can stop them 
from going much lower to keep the traffic off the water-truck route. Of course, 
they would need to keep the rates high to North Dakota and other inland con- 
suming points to offset the loss of revenues on the low rate to Texas. And pre- 
sumably, they could raise the Texas rate as soon as their water competitor was 
put out of business. 

The next chart, No. 5, deals with rates on steel billets from Huntington, 
W. Va., to Beaumont, which the railroads have reduced to $17.15 per gross ton 
for a rail haul of 1,129 miles, because there is barge transportation of steel 
billets from Huntington to Beaumont. Rates for similar hauls, from Detroit 
to Fort Worth and from Kokomo to Longview, on which there is no directly 
competitive water transportation, are $29.79 and $23.52 per ton. These illustra- 
tions represent actual movements of freight. 

Charts 6 and 7 show some rates recently reduced by the railroads on aluminum 
and magnesium ingots, in order to keep the traffic from moving by barge as 
compared with the higher rates maintained for similar service to points not on 
the waterways. Chart 6 shows that from Chalmette, La., to Wichita, Kans., 
850 miles, the rate is $19.24 per net ton. 

Incidentally, the rate to Wichita in 1956 was $32 per ton, which has since been 
voluntarily reduced by the railroads to $19.24 presumably to forestall move- 
ment by truck. But from Chalmette to Chicago, which is competitive with barge 
transportation, the present rate is $13.26 per ton, which is less than half the 
rate authorized by the Interstate Commerce Commission, in order to keep the 
traffic from moving bv barge. From Jones Mill, Ark., to Newnan, Ga., 616 miles, 
the rail rate is $18.37 per ton—in 1956, it was $28.20 per ton—but from Jones 
Mill to Davenport, Iowa, 651 miles. the rate is $15.24 per ton, because there is 
truck-barge competition for the traffic from Jones Mill to Davenport. 

Chart 7 shows that, on magnesium ingots from Velssco, Tex., to Wichita. 709 
miles, the rail rate is $18.59 ner ton—in 1956, it was $32 ner ton—whereas from 
Velasco to St. Louis, rail distance 799 miles, the rate is $13.15 per ton. There 
is barge transportation from Velasco to St. Louis, and not to Wichita. 
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Chart 8 illustrates how carload rates on grain from the West to the markets, 
like rates on manufactured products in the opposite direction, are high from the 
producing points to the river markets, but from there to the gulf, where there is 
competitive barge transportation, the railroad rates are drastically reduced. 

On this chart I compare the rail rates on wheat or corn from St. Louis and 
Chicago to New Orleans for export with rates for similar distances from interior 
points to St. Louis. The St. Louis-New Orleans distance by rail is 685 miles, and 
the rate is 37 cents per 100 pounds. From Huron, 8S. Dak., to St. Louis, which is 
about the same distance, 671 miles, the rate is nearly twice as high, 68 cents per 
100 pounds. From Chicago to New Orleans, a distance of 890 miles, the rail 
rate is 4314 cents per 100 pounds; compared with this, the rate from Bismarck, 
N. Dak., to St. Louis, 912 miles, is 87% cents per 100 pounds, and from Bismarck 
to its nearest primary market, Minneapolis, less than half the distance from 
Chicago to New Orleans, the rate is 48 cents per 100 pounds, 5 cents higher than 
the Chicago-New Orleans rate. The chart also shows some examples of how far 
the railroads haul a car of grain to St. Louis for 37 cents per 100 pounds, com- 
pared with the 685 miles and 37-cent rate from St. Louis and New Orleans. 

Note that the distances from Lamonte, Mo., to St. Louis for which the 37-cent 
rate applies is 191 miles, about one-fourth as far as the St. Louis-New Orleans 
distance. Similarly, Jacksonville, Ark., is a distance of only 133 miles, about a 
fifth as far as the St. Louis-New Orleans distance and yet the same rate of 37 
cents applies. Note also that St. Louis and Memphis rates for distances less 
than 300 miles are higher than those for Chicago to New Orleans, a distance of 
nearly 900 miles. 

According to the Interstate Commerce Commission’s formula, the St. Louis- 
New Orleans rate is 101 percent of cost and the Chicago-New Orleans rate is 
96 percent of cost. In contrast with this the rate from Huron to St. Louis is 
170 percent of cost and the Bismarck-St. Louis rate is 172 percent of cost. The 
rates from Missouri, Arkansas, Kansas, and Oklahoma to St. Louis and Memphis 
are more than double the cost. The average ratio of wheat rates to cost in the 
United States, as I have previously mentioned, is 139 percent. 

It is easy to see from these examples how the railroads are able to finance 
cut rates on wheat from the markets to seaboard, where they compete with 
barges, by abnormally high rates on wheat from the interior to primary markets, 
where there is no barge competition; and this also explains why farmers are 
turning more and more to the trucking of wheat from farm to market, instead 
of shipping by railroad. 

The next two charts, Nos. 9 and 10, showing rates on molasses and sugar, 
show rate reductions which the Commission authorized in some hard-fought 
cases, to permit railroads to meet water competition, as compared with higher 
rates found to be reasonable where such direct competition does not prevail. 

Chart 9 shows what happened to rates on blackstrap molasses from New 
Orleans to Peoria, following the revival of barge transportation on the Missis- 
sippi and Illinois rivers. The rate in 1932—considered by the Commission to be 
a normal, reasonable rate—was 30 cents per 100 pounds, for rail distances of 858 
miles over the Illinois Central Railroad, and 1,002 miles over the Missouri 
Pacific. 

Beginning in 1933, after the opening of the Illinois River Waterway, a large 
consumer of blackstrap molasses at Peoria began to move it in barges. The 
two railroads thereupon applied to the Interstate Commerce Commission for 
authority to reduce their rate from 30 cents to 14 cents per 100: pounds,,in 
minimum shipments of 1,800 tons, which represented about 38 tank carloads. 
At the same time railroads asked that they be allowed to keep in effect at inter- 
mediate points and points beyond, the higher “‘normal” rate levels. 

The Commission allowed the rate to Peoria to be reduced to 17% cents, but 
on later consideration authorized a 15-cent rate, which was just half of the 
normal rate level, and permitted the higher rates to remain in effect at inter- 
mediate points and points equidistant, off the river. 

This 15-cent rate, with the general percentage increases subsequently allowed, 
has become, as of the present, 31 cents per 100 pounds, and the normal rate of 
30 cents has become 70 cents per 100 pounds. 

On chart 9 these 2 rates are compared with fully-distributed and out-of- 
pocket costs of transportation of a 50-ton tank carload, as developed by the 
Interstate Commerce Commission’s Cost Section. It will be noted that the re- 
duced rate authorized by the Commission, as now in effect, is not only less than 
half of the normal rail rate, but it is 27 cents below average fully distributed 
cost, and even 8 cents per 100 pounds below out-of-pocket cost. 
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The Commission’s publication, Distribution of Rail Revenue Contribution by 
Commodity Groups, 1955, shows that, for the United States as a whole, residual 
molasses rates yield 157 percent of out-of-pocket cost; within southern territory 
it is 149 percent of out-of-pocket cost. Comparing these figures with the below- 
out-of-pocket cost level of the New Orleans-Peoria rate indicates the extent to 
which the Commission allows the railroads to go, under the present laws, to 
meet water competition, while at the same time maintaining much higher rates 
on the so-called noncompetitive traffic. The effect of this rail reduction was to 
drive this particular traffic off the waterway. 

The next chart on which I wish to comment, No. 11, dealing with sugar rates, 
eovers a competitive situation with which I was personally familiar, in which 
the railroads not only took traffic away from waterlines, but also forced by the 
discriminatory rates which were established, the removal, much against its 
will, of a manufacturing industry from Omaha, Nebr., to Chicago, in order to get 
the lower rates necessary for it to exist. 

During the 1920’s and 1930’s, the Interstate Commerce Commission established 
throughout most of the United States what it found to be just and reasonable 
maximum rates on sugar. Chicago is the largest sugar consuming point in the 
United States, and the key point in fixing rate relationships from sugar refineries 
on the Atlantic, gulf, and Pacific coasts and in the interior. 

In 1924, the rail rate on sugar from San Francisco to Chicago was 79 cents 
per 100 pounds, which was lower than the rate to intermediate points, 88% 
cents. The Commission ordered this discrimination against the intermediate 
points removed, whereupon the railroads put in a “postage stamp” rate of 84 
cents per 100 pounds, from San Francisco, starting at destinations in Nevada 
less than 500 miles away, and extending to Chicago, which is 2,260 miles. 

The Nevada Public Service Commission complained about the relatively high 
short-aul rates and the Commission, in that complaint, decided that the 84-cent 
rate was a reasonable maximum rate for a haul of 472 miles. Somewhat lower 
rates were established for shorter hauls, grading down to 62 cents per 100 
pounds to Massie, Nev., a distance of 294 miles. 

Sugar started to move by water from San Francisco to Chicago, through the 
Panama Canal to New York, and thence backward through the Great Lakes; and 
the railroads in 1931 asked the Commission for authority to reduce the rate from 
San Francisco to Chicago to 62 cents per 100 pounds, but to hold the higher rates 
in effect at intermediate points, as far back as Massie, Nev., 294 miles from 
San Francisco. 

The Commission refused this application in a decision August 3, 1932, entitled 
“Transcontinental Eastbound Sugar, 1931 (186 I. C. C. 538),” pointing out, 
among other things, that it had established throughout the entire southwestern 
territory a mileage scale of reasonable rates on sugar which, for the distance 
of 2,258 miles from San Francisco to Chicago, was $1.25 per 100 pounds, and the 
rate of 62 cents per 100 pounds was established for a haul of less than 1,000 
miles. The Commission said: 

“We cannot regard rates for the long hauls involved herein which are so much 
lower than the rates we have prescribed as reasonable maximum rates for dis- 
tances of less than 50 percent under equal or more favorable transportation, 
as meeting the reasonably compensatory requirements of section 4.” 

But the railroads filed another application, asking this time for a 60-cent rate 
to Chicago. They pointed out that sugar was beginning to move by barge up 
the Mississippi River, as well as by the ocean-and-lake route to Chicago. The 
Commission then authorized, in a decision issued July 3, 1933, Sugar Cases of 
1933 (195 I. C. C. 127), a 65-cent rate to Chicago, and permitted the higher rates 
to remain in effect at the intermediate points. 

But this did not satisfy the railroads, and they filed a third application to 
reduce the rate to Chicago to 55 cents with further authority to go as low as 
48 cents per hundred pounds, if the barge lines should make any further reduc- 
tion in their rates from New Orleans to Chicago. 

The Commission, in the third decision, October 29, 1935, Sugar from California 
to Chicago (211 I. C. C. 39), authorized reduction in the rate to Chicago to 60 
cents per hundred pounds, and to St. Louis to 58 cents per hundred pounds, with 
a proviso that, if the all-water rate from San Francisco to Chicago via the 
Panama Canal and Mississippi River were further reduced, the railroads could 
make reductions in the same amount, to as low as 50 cents. 

All this time the higher 84-cent rate was kept in effect at intermediate points. 
There were also similar drastic reductions in the rail rates from New Orleans 
and western beet sugar refining points, to Chicago. The rail rate from New 
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Orleans to Chicago, previously fixed by the Commission as reasonable, 56 cents 
per hundred pounds, was reduced to 34 cents, while to other destinations trying 
to compete with Chicago but not having barge competition, such as Des Moines, 
Kansas City, and Omaha, the rate remained at 75 cents per hundred pounds. 
From the western bet-sugar factories the rates to Chicago also were reduced 
to levels lower than the rates to intermediate points. 

I was living in Omaha at the time these reductions were made to Chicago. 
There was a candy manufacturer in Omaha, owned by a lifelong resident, who 
had succeeded in developing a national market for his cough drops. He ob- 
tained his sugar in carload lots from western refineries. When the rates were 
reduced to Chicago so much lower than the rates to Omaha, he found the handi- 
cap greater than he could absorb and protested to the chamber of commerce and 
the Union Pacific Railroad, which had its headquarters in Omaha, that unless 
they could give him a rate to Omaha competitive with the rate to Chicago—a 
point 500 miles farther, and the sugar moved right through Omaha to Chicago 
on its way from the West—he could not stay in business at Omaha. 

He showed that, as a result of reducing the rates to Chicago and the Missis- 
sippi River but not to Omaha, he found it cheaper to ship his sugar right through 
Omaha to a point on the Mississippi River 300 miles farther distant, and to truck 
it back to Omaha at his own expense, than to stop the car at Omaha and unload 
it there. But his handicap was still so great that unless he was given a lower 
rate, he would have to discontinue business at Omaha and move his factory and 
his several hundred employees and their families to Chicago. 

The railroad, after long deliberation, gave him a slight reduction but would 
not make the rate to Omaha anything like as low as the rate to Chicago; where- 
upon the Omaha factory moved to Chicago; the railroad lost the business it 
formerly had at Omaha, and also the traffic which disappeared on account of 
the departure of several hundred people formerly making their living in Omaha. 

The discriminatory rates which I have described remain in effect today. Chart 
10 shows and compares the present rates with full cost of transportation. It 
will be observed that the rate, San Francisco to Chicago, has gone up to $1.15, 
but the rate to Omaha, 500 miles shorter distance, is $1.28; while rates as far 
back as Denver, Colo., Ogden, Utah, and even Massie, Nev., are $1.20, 5 cents 
higher than the rate to Chicago. 

The fully distributed cost of transportation, as of January 1, 1957, of a 40-ton 
boxcarload in the western district for 2,260 miles, by the bars on the chart, is 
$1.25 per hundred pounds. This indicates that the present rate to Chicago is 
about 10 cents per hundred pounds below fuil cost of transportation, but it pays 
something more than out-of-pocket cost. 

It also shows that the rates for the shorter hauls to western intermediate des- 
tinations run far above fully distributed cost; to Ogden, the present rate is 69 
cents higher, or more than double the fully distributed cost. 

Considering the disastrous effects of maintaining higher rates at the inter- 
mediate points than to Chicago, it is hard to find any justification, from the 
standpoint of carrier or public interest, for such discriminations as this. They 
take away traffic from the water lines at the distant point, at little or no real 
profit to the rail lines which are deprived of traffic by the retarded development 
of the intermediate territory which, if allowed to grow, would be profitable to 
them and beneficial to the country as a whole. 

The illustrations I have given are typical of the wide latitude which is allowed 
the railroads today under the allegedly overstrict regulations of the Interstate 
Commerce Commission, to maintain rates at high or low levels, as they see fit, 
to meet competition of other carriers or take advantage of the lack of it. I 
think the hodgepodge of inconsistent and discriminatory rates which has re- 
sulted goes far beyond the intent and purpose of Congress that rates of com- 
mon carriers be just, reasonable, and free from unjust discriminations, advant- 
ages, and disadvantages. I can see no benefit, from the public standpoint, but 
rather much harm that would result if the proposed legislation is adopted, 
letting the bars down still further. 

Turning now to the contention that our regulatory laws are outmoded and 
unduly burdensome to the railroads, I have shown on exhibit No. 11, headed 
“How the Railroads Fared Before and After Regulation,” their net operating 
income and return on book investment for the years 1890 (which is as far back 
as ICC records go) to 1955, inclusive. (Figures for 1956 and 1957 are not yet 
available.) The right-hand column of the statement, headed “Regulatory High 
Spots,” indicates how Congress and the Interstate Commerce Commission have 
responded to changing conditions, in endeavor to keep the railroad transpor- 
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tation system strong and properous. The railroad industry, on the average, 
has never been a highly profitable one, although of course some railroads have 
done very well. But the industry has prospered much more under regulation 
than it did before. You will note that before 1900 the average rate of return 
was less than 4 percent, even though at that time no charges were made on the 
books for depreciation reserve. 

In the early 1900’s, especially after rebating was abolished and regulation 
started, the rate of return went above 5 percent. In 1907, it was 5.8 percent, 
more than 50 percent greater than the 10-year average 1890 to 1900, which was 
3.7 percent. From 1908 to 1914, earnings ranged between 4 and 54 percent, and 
in 1910, the Interstate Commerce Commission granted the first general increase 
in freight rates, as a major step toward improving them. In 1911 the Commis- 
sion required the setting up of depreciation reserves, which of course temporarily 
added to recorded operating expenses and correspondingly reduced the book 
returns. 1916 and 1917 were good years; in 1916, for the first time in history, the 
rate of return reached 6 percent. In the first world war, 1918-20, when railroad 
transportation was demoralized by war demands, and the railroads were taken 
over by the Federal Government and operated as a single system, book earnings 
went way down to one-tenth of 1 percent in 1920. But the Government guaran- 
teed the railroad companies their prewar levels of returns, and in 1918 increased 
freight rates 25 percent. In the 1920 Transportation Act, Congress restored 
the railroads to their private owners, and in addition to the guaranteed earnings, 
the railroads were given some hundreds of millions of dollars to restore the 
properties to prewar efficiency. The 1920 act instructed the Interstate Commerce 
Commission to maintain rates that would yield the railroads as a whole a fair 
return, and the Commission in 1920 granted the largest general increase in 
freight rates that had ever taken place, ranging from 25 to 385 percent; this 
was reduced 10 percent in 1921 because the traffic could not bear the higher 
charges. The late 1920’s were prosperous years for the railroads; their book 
return averaged over 5 percent, while they added over a billion dollars to de- 
preciation reserves, and some $4 billion net to property investment. 

In the depression 1930’s, when prices generally fell to or below prewar levels, 
the Interstate Commerce Commission held railroad rates up to the levels of 
the 1920’s, and even authorized some general rate increases above that, which 
the railroads were not successful in maintaining because shippers were turning 
more and more to other modes of transportation as a relief from high rail 
charges. Congress responded to the railroads’ needs by setting up, in 1932, 
the Reconstruction Finance Corporation, which loaned the railroads large sums 
of money at low rates of interest; and created the Office of Federal Coordinator 
of Transportation to determine how to help the railroads. Average book re- 
turns during the 1930’s ranged between 1 and 3 percent. In 1935, in response 
to railroad pleas and upon recommendation of the Federal Coordinator Congress 
placed motor carriers under Interstate Commerce Commission regulation. In 
1938, the Commission granted a 10-percent general increase in freight rates. 
In 1940, domestic water carriers were put under Interstate Commerce Commis- 
sion regulation. The 1940 Transportation Act created another Transportation 
Board—the Board of Investigation and Research—to study ways of strengthening 
and coordinating rail, motor, and water transportation into a national system 
adequate for the needs of the postal service, commerce, and defense. The Sec- 
ond World War period was one of high prosperity for the railroads. In 1942, 
average earnings went to the record height of 6.6 percent. They were lower in 
194446, largely because of huge writeoffs, totaling several billion dollars, of 
accelerated amortization of wartime capital expenditures. The postwar years 
1946-58 was the period of continuous percentage rate increase authorizations, 
totaling over 100 percent. 

In 1948 Congress passed the Reed-Bulwinkle Act, exempting rate agreements 
of railroads and other common carriers from the antitrust laws, and in 1957, the 
railroads were relieved from the long-and-short-haul restrictions of circuitous 
routes. In my opinion, the record made by Congress and the Commission in 
keeping regulation flexible and effective, through all the changing conditions of 
the past half century, is a most impressive one. The charge that it is monopolis- 
tic and outmoded seems rather absurd in the light of the fact that the same kind 
of regulation has been imposed for the past 17 to 22 years on the highly non- 
monopolistic water carriers and motor carriers, and, except for the menace of 
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competitive rate cutting, they are doing quite well under it. Railroad earnings 
in the postwar years have slipped somewhat below peak levels, not because of, 
but in spite of regulation, which has sought to give the railroads higher rates 
than they have been willing to take, and has at the same time gone to great 
lengths to allow reductions on competitive traffic. 

However, even in spite of the competitive rate cutting of recent years, freight 
earnings have remained high, thanks to the generous increases granted by the 
Commission ; if it were not for losses from passenger traffic and other wastes 
for which the railroads are themselves primarily responsible, postwar earnings 
would be at an alltime peak. 

The total amount of freight rate increases allowed by the Commission since 
June 30, 1946, to the end of 1957, according to a recent official compilation, was 
107.7 percent, as a United States average. For the eastern district, it was 114 
percent; for western district, 102 percent; southern region, 105 percent; Poca- 
hontas region, 98 percent. Specific commodity classes were increased as much 
as 140 percent. Since then, another increase of about 2 percent has been granted, 
bringing the United States average up to about 110 percent, and the maximum 
to about 143 percent. 

Since 1947, the Commission has kept records from samples of actual waybills, 
of the rates charged on carload freight as a whole, by commodity classes and 
ea which disclose how much carload rates have actually increased 1947 to 
1956. 

My next chart, No. 12, compares the actual average carload rates with 
the rates authorized. It will be noted that the 1947 average rate, $4.36 per ton, 
went up to $5.75 per ton in 1956, but if the increases authorized in the period, 
amounting to 57 percent had been applied, the average rate would have gone up 
to $6.84 per ton; in other words, the actual average rate was $1.09 per ton less 
than the commission authorized. 

It is also interesting to notice that since 1950 the gap between authorized and 
actual rates has been widening, and since 1953 the rate levels have actually been 
going downward, notwithstanding the general increases authorized. The peak 
rate was reached in 1953, $5.91 per ton, 53 cents per ton less than authorized, 
but by 1955 the rate level had gone down to $5.66; and in 1956, it was $5.75, 
$1.09 a ton less than authorized. In 1957, the average authorized rate went to 
$7.37, and now it is $7.52, 

We do not yet have the actual average rates for 1957 and 1958, but it is doubt- 
ful whether, in view of the mounting volume of competitive rate cutting, they 
have gone much if any, higher than the 1956 level of $5.75; although the fact 
must be borne in mind that rates in the so-called noncompetitive category have 
taken the full increases up to more than 140 percent above the 1946 levels. 

Recent trends of railroad freight revenues, in the light of the tonnages, costs, 
and rates in the 1953-56 period, are shown in exhibit No. 18. It will be observed 
from the figures in the two right-hand columns that from 1953 to 1955 railroad 
unit costs have gone down—1956 costs are not yet available—rail tonnages have 
been steady or increasing, and the pattern of traffic, that is, the percentage of 
high-rated and low-rated traffic, has not substantially changed. 

Net revenues, however, fell off from 1953 to 1955, and were at about the 
1953 level in 1956, although they should have increased, considering the very 
creditable results of the railroads’ efforts in reducing costs and increasing 
volume of traffic in the period. Obviously, if the full increases authorized of 
over $1 per ton higher than the actual rates, had been charged on the 1.4 billion 
tons of carload freight traffic, gross freight revenues would have been something 
over a billion dollars higher than they were in 1956. 

And, if in addition the railroads had taken steps to get their below-cost rates 
up to above-cost levels, that much more would have been added to freight 
revenues. It is true there might have been some diversion of traffic to competing 
carriers if below-cost rates were increased, but it is inconceivable that the rail- 
roads’ traffic losses would have come anywhere near to offsetting their revenue 
gains. Thanks to the percentage rate increases granted by the Interstate Com- 
merce Commission, railroad freight earnings on the whole notwithstanding the 
growth of competitive rate cutting, have reached higher levels than at any time 
in the past, even during the war years. Postwar net earnings have been held 
down by tremendous passenger deficits and other uneconomical operations. 

Chart No. 14 shows freight earnings, passenger losses and net railroad 
operating income for the years 1946 to 1956, compared with the averages of 1936- 
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1941 and 1942-1945, It will be observed that in the 1936-41 period, freight earn- 

ings averaged $891 million, and passenger losses $245 million, leaving the net 
$650 million. 

In the war years, 1942-45, passenger transportation netted the railroads an 
average of $208 million and freight transportation $992 million, making total 
net $1,200 million. 

After the war, passenger deficits reappeared and grew, ranging from $426 
million in 1947 to $704 million in 1953, and $697 million in 1956. 

Freight earnings in 1953 reached the record level $1,813 million, but because 
of the huge passenger deficit, the net was $1,109 million; and in 1955 and 1956, 
freight earnings remained at very high levels of $1,764 million in each of those 
years, but again the huge passenger deficits pulled the net down to $1,128 
million in 1955, and $1,068 million in 1956. 

It is gratifying that recently the railroads have become active in seeking ways 
to cut their passenger losses, and otherwise make their operations more econom- 
ical. Mr. John R. Turney, in his statement to this committee, February 17, 
referred to the passenger deficit investigation now before the Commission, in 
which the railroads introduced a study estimating that some $472 million of the 
$697 million passenger deficit of 1956 could be eliminated. 

I am personally convinced that, if the railroads will go ahead with serious 
concerted efforts to eliminate passenger deficits and other preventable losses in 
their operations, and raise their below-cost rates to levels that would yield a 
profit, their net profits would be increased to a point that would permit them to 
make general rate reductions and attract still more traffic, and their net profits 
would increase far beyond the levels of the present or the past. 

Major economies can only be accomplished by the railroads working collec- 
tively, because most of the wastes arise from joint operations and relationships 
which are beyond the powers of individual railroad managements, no matter 
how able, to correct. Help will be needed from Congress, the Interstate 
Commerce Commission, executive agencies of the Government, shippers, and 
the public generally. But the potential rewards are very great indeed. 

These possibilities have been studied and reported on numerous times over 
the past quarter century, by competent authorities. The Federal Coordinator 
of Transportation, in the 1930’s aided by a large staff of able economists and 
practical railroad men, published a series of exhaustive reports, which in my 
opinion, were and still are of tremendous value in measuring the possibilities 
of improving railroad operations and earnings. In some of the reports he made 
estimates of minimum savings possible. 

In 1942 to 1944, the Transportation Board of Investigation and Research 
followed up these studies and made additional investigations, with much smaller 
staff under war conditions, but which brought up to date and confirmed the 
Federal Coordinator’s findings and the additional studies showed further pos- 
sibilities of better and more prosperous transportation through revision of the 
rate structure and coordinated operations of the various modes of transportation. 

In chart No. 15 I have summarized the minimum savings estimated by the 
Coordinator in some of his reports, which it will be noted totaled over $800 
million a year, even on the basis of the depressed traffic and low prices of the 
early 1930's. 

In another column on this chart, I show estimates which I have made, on 
the basis of present-day conditions, of minimum possible savings, which you 
will note run to more than $2,700 million per year. 

I appreciate that this is not the time and place to discuss the merits of these 
estimates. I bring them to your attention, as I have brought the rate situation, 
realizing that what I have presented is oversimplified and incomplete, but I 
hope that it is sufficient to indicate that there are other and better ways of 
solving the problem of the deteriorating railroad situation than to adopt the 
railroad’s proposals of reverting to wide-open cutthroat rate competition. 

If I may make a personal suggestion in closing, that has not been officially 
acted upon by the carriers for whom I appear, it is that, in addition to the 
legislative proposals made by others, this committee might consider (1) 
an amendment to the congressional declaration of national transportation 
policy, calling for consideration of the cost of transportation, in fixing rates. 
This might be done by adding between the words “reasonable charges for 
transportation service” and the words “without unjust discriminations, undue 
preferences or advantages, or unfair or destructive competitive practices,” such 
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language as “bearing a reasonable relationship to the cost of the service, under 
honest, economical, and efficient management.” 

(2) I further suggest the establishment, under the auspices of the Com- 
mittees on Interstate and Foreign Commerce of the Senate and House of Repre- 
sentatives, of a group composed of representatives of all modes of transporta- 
tion and Government bodies dealing with transportation, with possibly some 
economists and business and public men of national reputation, to undertake 
a thorough study of our national transportation needs and how to make our 
national transportation policy more effective in providing a coordinated national 
transportation system, giving all modes of transportation opportunity to supply 
the most efficient and economical transportation service, at a profit to the carriers 
and at reasonable and nondiscriminatory charges to the public. 


(The appendix referred to follow :) 
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Pxunisit 2.—United States class I railroads, 1955—Ratio of carload freight 
revenue. to fully distributed cost by ICC commodity classes and by percentage 
of total tons and total ton-miles in each commodity class 
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Exursit 2.—United States class I railroads; 1955—Ratio of carload freight 
revenue to fully distributed cost by ICC commodity classes and by percentage 
of total tons and total ton-miles in each commodity class—Continued 
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Bxureir 2.—United States class I railroads, 1955—Ratio of carload freight 
revenue to fully distributed cost by ICC commodity classes and by percentage 
of total tons and total ton-miles in each commodity class—Continued 
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Ratio of Carload Freight Revenue to FULLY-DISTRIBUTED COST, by ICC Commodity Classes 


and by Percentage of Total Ton-Miles in each Commodity Class 
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ExuHisit 2.—United States class I railroads, 1955—Ratio of carload freight 
revenue to fully distributed cost by ICC commodity classes and by percentage 


of total tons and total ton-miles in each commodity class—Continued 
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232....- PR MCI nt; winnie se donors ane nadaanneewan aaa 69 (4) 0.1 
TR eins Vegetables, NN once viinnacren senate eee Aad ake 68 1 .3 
SK, cul CE et tata s dam asewg pean nai tao analeenecks weet 68 () -2 
» en EY ONG sass au puPieenbe ont est abeeboactleenioes 64 .2 .6 
236. Welt WG. 3 ~~ 080 sa. Tkkbcbe chee women ws ae lua 64 11.4 4.6 
Ml cre 0k EE NR cea a nivnwwah nan ue voee ane aver smnoneneioamenie 64 5 5 
cana Onions, dry_---.--.-- Agivadaucuannmews dem eetenes maaaeete 64 (‘) aa 
230... ... oo ee ci mi i wf ake pao ange alae pelea eee epee 64 (1) 1 
Oe Bind Cee ana gee. <cu reget senna enee anes eae 63 () ro) 
sea TR EE Be in scvser'd denrtbaeneemie ape ena ule 63 1 .4 
SI asa a NE A gh toe dy exon stoma Wr aaa ae 61 6 -2 
242. _._- OE aiid atin wen nwatbewnunsasstidaaucumemneuabaen 61 (4) ) 
esas Stone, crushed. ...--.....--- nd ciiviows oes ale pdaarpete mata are 61 3.7 1.2 
Baten IS Be xg hnbacikig denice we cond suncauademaeen naan’ 61 () () 
246... _- NL CN ons auras ss a akginn pian.) aaieeeaun oe neonal 58 a 
ee PE WN ha sncacs inn med oop oukneosumaiaaiacentaaetotontad 58 ( (@) 
Bs sah ee tn oad Sink cao cndoauneswabe nek cui eanek 57 ) on 
Ss oss) SIS demain s01+2tednaatcuesecnenneennaphaunmniieiae 57 () 2 
Rg ee re eens Sec maken 55 4.5 1.3 
Be. 554k ee POUND BEND QOS s 50. ccc cucscaecsentnbeonndube 55 (4) (4 
BR cc 20 Ded Ac deied «phen goy atetwant*eedaassandeanssawnae 54 2.4 1.0 
, TE, C6 Bling 2 ssn dagen s cangdousoummaebecese word 46 1 (4) 
254... SE SN ela gen Sic chaos Usaaanetekemae pesaeuaeeeed 45 .4 <. 
255... ..- RE 54 0teade cosa adaowas Seeementeeiatanead 41 9 2 
256. ....| Copper ore.......---- : = 28 -5 om 
257 Se Or D.. ok = ec ckdee ss eeake tant cee 12 a 4) 
ONE 2 egies =6~essdeguasndangestaeh os cdenavatecaiaianssacenn 100. 0 100.0 





! Less than 0.05 percent. 


Sources: ICC Carload Waybill Statistics, 1955, Statement TD-1, Territorial Distribution Traffic and 
Revenue by Commodity Classes; ICCC Bureau of Accounts, Cost Finding and Valuation, Statement No. 
5-57, Distribution of Rail Revenue Contribution by Commodity Groups, 1955. 
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Commodity Ratio to Percent 
lai oa ncceciniahie heen x Snisctaagnbiemecidienaeden Lo esaman ae Percent of | of total 
| pocket total tons | ton-miles 

No. Item cost 

A nicl ET in wa dehindncnéedunancedas snaaetnan nnn aa aeewgel 551 0.1 0.3 

eK. Military vehicles._--- akin Skene ek carbac enue tei inee eae cue 488 (4) «2 
B..3k t I E Mat aL cncnecdecnnavedendeewh desmaembubeeasee 433 ') (4) 

Tong eR eee cers agra de cin een gg tn anno 401 1) @) 

| see ee SEE UNS Bi eins cancnckassneauecoqewonsuan 339 () ( 

©...) eee Se, Ss Bk . .. w.. 2. hela eat a ae a gL 284 ! Q) 

7_....| Liquors, IUNERL.« << ng.actonscicee mescarcckeatenca el 281 . 04 ca 

Ditave CN oc cc adid«dnceccus se eecacaon eaeeastceiediowtharen areal atid 277 () ol 

ce NI oie Mini. rn cu ieiladnade ant wkembauesaaanan te 273 -2 -5 
IE ware NE SE ion sn cndiandenssananschahebsigacsnns sip 269 () () 
Bisicncte ees WERINOS Thy ©. Binnie nnnsmecccntesewacenad 260 @) (4) 
SF. hi We ELE aon cin ncaa ndnaxniannssanenamaceeasieee 259 04 el 
Be, £1). bce PN DINED. ode decnokcn tnensashdnndcadvecasaenel 259 -l at 
Piwaok DR gE ae valet RT, alge chai dpiecn lon a pie helio men chinn wale 255 on an 
Bh dh it ol Eo nic neice vinsage ean eee 254 | mm 
Os «. <\n I EE Doc ccu dts nanninhnananakenacnesnoninamal 254 1 +2 
Mod 3~ I a sais pales anata aeinspam erie anes eieapalaa ai acaaed 253 1 3 
18____.| Railroad equipment, parts. --.--.--.-- pak apaticlned sae aoke 245 on 1 
We..Ad.. EE os 55. wa dain enna aadnaamnaanenanten 242 () ( 
ae I on code naan wnsnh<anhnnanhanseinesann 241 Pe 3 
21__...| Alloys for steel. ....-. misostin sak aasialnn eA eek RA aaa 239 oa -2 
Woon SD I een eebnell 239 re 1 
» RPE ER ES ITE FETE 235 () (') 
nee Ss HS BR imac k6 no canned anni on hie these apes ae ame se 234 Q t) 
. ee ee Eis aha aemchiaia nine aNh aie aaa anal 234 ok 2 
a. Cotton cloth. __.--- 233 (1) (!) 

iia ds Luggage, handbags...-.------ 232 (@) @) 
eat IL chile Ano cnesvcnnmetune 232 5 | 3 





See footnote at end of table 
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Exuisit 3.—United States class I railroads, 1955—Ratio of carload freight 
revenue to out-of-pocket cost by ICO commodity classes and by percentage of 
total tons and total ton-miles in each commodity class—Continued 





Commodity Ratio to Percent 
out-of- Percent of of total 
pocket total tons | ton-miles 

















cost 

iin Linbniunenasinsaaneniass 231 0.2 0.2 

Agricultural implement parts. - --.-.......---------------- 230 0) (Q) 

iirc cnnkaneeiodsidasnsecnenawen’ 229 (1) (Q) 

hit insimadkanicteknedelceuneseaunnncessese 229 () 1 

En. ccanicchuiaadesamiasadskkonbanwenéasee 226 (4) (4) 

a obrenidacbasoeoant 224 () (1) 
eo Autos, freight ay 223 (1) 1 
vibes Insecticides a 223 (1) () 
Wathen rt Ria knis sdbnadaceawesigeiownsrarenasas 223 22 | 2.1 
ae CT Ae cdaccunbinedegheaddahdeeaimnissocebhedan 222 2 3 
Becies Ec xcckiuhubaddamsnctenaehonwdanssancha> 220 (!) () 
et RR RE ES a 219 2 | a1 
Goce Mid BRinbncinn<uhivctuacacosursseusdwceoscacces 219 (1) () 
cn. eee a cs ce woharey oman as 217 <7 - 
tes Hardware, n. 0. s_-__-- = ase te 217 (!) () 
4... | Iron and steel pipe, fittings... Steeaoccasaneae Mae tee 215 ey 1.0 
Re ES One eo cutoun nuacds dosed cwueve ae 213 ——" 1 
_ | Leather, n. 0. $....---- sien anise cesan coon conte oa 211 () (1) 
a eens ‘Tee, 0. 0. 8..4.-.--- wha ii aac teed betes ae iene 210 (’) | ri 
Bh fi 2) GIGS. de eh wane a =n dae oanne Sete eaten 208 7 3 
gn akan dunes paneesens soseeueebes 208 SH «4 
x. Manufactured iron and steel... ............--.-------- 207 2.3 | 2.5 
Moos I IIR... thon nace cco neecncentee seas: 206 (1) (1) 
Ri csi eee GENIN, fio cs si... ~3<. <2. ere eee ees oe 206 (1) | | 
wR cae III Be icsba co ctcxccwbcanaiwsecescunorsnces 206 (1) (!) 
wee | Cement portland Pee eee edt pei nce tee 205 | 2.4 1.0 
ei | Iron and steel nails, Re. CONE Sire eS ern an oe eS 205 2 | 3 
e..... Paint and putty ----_---- ae ee Sa ae 2 205 a ok 
ds | Copper, brass, etc__--- Sas Dauieeh hacibawecusas Oke 204 ed 3 
oe Sodium products__---- Fe bathahehigiwepOUcenswweowes 204 Tas 9 
De Vehicle parts, n. 0. s_-- i peaencaten ts : 204 8 | 1.8 
Agrigumeral implements. .... ..0.................----.-- 203 xe - 
8.2052 Soap, cleaning compounds --.---_-_.--.....---.-------.-.-- 203 AO 2 
62_.... Vehicles, not motor. .....:..-.......--....-- es steed’ 203 ) (4) 
62-A_.| Railroad equipment, own wheels__............-....-.--.-- 202 eos 1 
sce Cee ns cli nasne atte 201 | 8 | 1.8 
ee, NN ee an ah ce weiewn nits 201 (1) (2) 
ES Abrasives, MOEN D0 SGN... Ole SL. RASC 200 (1) | (1) 
66... Cast iron pipe eae iehiete INES hele neesnedelnwa~ i a2dd-—nab-'e.cy 199 a 2 
acsea Aluminum, DN. 0. 8......---.---------- cecal inaaiia tain 198 . 03 «i 
co oil Autos, passenger ---- --- } 7 - = 198 5 3 
=< Laundry equipment -- “a . Gunite dheminmenns 197 04 | «i 
ele Furniture parts.........-..--.--- are putin ces 196 () | (2) 
Tine Wool in grease... -_----- ieNishibiagiin wo ilhiinnle eeies waned 196 (1) ) 
es, 2 Bathroom fixtures_..-.-.......-..-..-- hapedber Neeliianieretesihos tres 195 () | = 
TOs. — Barley and rye.---_-.-.-..---- Livin ake ana wn ece tes sutiee 194 | 5 6 
Finn on | ME RB cn neswecccns- ale eee sick aati oan Tee 193 4 3 
TOsccns | Matches.......-..-..-- iat <reninepewenins ome 193 (4) (1) 
cial 6d idkges ane skcseswnenrdwodas+s+acce 193 | Ce 
Picunatl Cotton in bales... --- pei eesewnsen ieudecaes 192 | 24 | 5 
Tscnee: Cotton factory products. a soSS*SALE Ce RERRRS esau 192 | () () 
Whee Food products, frozen. ._....--.--- Aeteasand 191 | () | ot 
2. ... ss ccnp sncncnn de Sibee senda 191 | ft ie 
Ra cch Seeds, n. 0. S-_ --.-- ’ 191 | (4) x 
. 2S Iron and steel, n. 0. 8........--..-.-.-------.----- — 189 .2 z 
83_....| Stone, finished... ___- - eee 189 | (4) (1) 
cc eeisd Sugar. nee EE co conamiiéchiced. <thendciwe : wh | 189 | 4 | 6 
85_....| Tar, pitch, creosote. --...........-..-..-..----- drncmaicay 189 | Ja is 
Ph. ont ~ nnn oni dtiecstcccdccdsnteiNowdediden } r 187 -2 | 4 
Pacts anvrcacasédciisnscnasadss Scdeciewawatake 187 2 | 3 
eee Iron and steel borings. - F Sacceen i itadsoweens 186 | sh 1 
Oils, n. 0. 8_.- . 186 | ra) () 
on eS. LU cS awedee wie ensouus pingicsedies 185 (4) ii 
ar RS, wens atcca sit MECC Tinta snceieTEEe 185 (4) «) 
Sie I: DUI oo on hodddaccwcucbe este setewewenoce 185 1 2 
..... SR, Se are 184 () (4) 
taal I TR ima pnitnicevaud duende isdewwewas 184 () i3 
nc. NE NN TIT Dione a ceciticciduicncccuedududsewscoseou= 184 « (1) 
«eee CURRENOR GUNG TRON. on. siccissc ccc cecwecsovcssccuccues 182 i $2 
aa Drugs, toilet preparations 182 () :i 
Ticimess: LUE, 2 UE on cana cdiivedcuuesdbiceuepereureorenwen 182 () i 
mee Se ES COG 6 oo. hoiirecuwewrigwuvaencenediwedonwe 182 5 3 
100____. EE 6 no ec tiiusedabsuiewntidecusnaetanue 182 () () 
isi ctaia hE ae, cnn oe ininelseudtueNwrceretotenes 181 1 1 
is odiiess Dairy products, I re aa 180 (‘) (1) 
cake. NE 66h PO inc cca hiiirnitetiudaduarieusrenwanweree 180 5 | 1.1 
ie sie NE. 9 nak cece ninn neidicabdiniruninnnenerreos aol 180 | 4 | cF 
aia! a dpaidineeitoasbescenne | 179 () () 


See footnote at end of table. 
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Exuisit 3.—United States class I railroads, 1955—Ratio of carload freight 
revenue to out-of-pocket cost by ICC commodity classes and by percentage of 
total tons and total ton-miles in each commodity class—Continued 

















Commodity Ratio to Percent 
acai iati Rion Septic AE Lcclby shiner eceeenaenencaceianspecnnechansshdsasatienaaag Se 
pocket total tons | ton-miles 
No. Item cost 
6. os SI CN i a, ies this indy etl a-osie pnts citcintinnn nade ieee 179 (1) (Q) 
Mi cncon PEG WO SE codec ck ac hicsndenabvsncactdousaceuh 179 (1) () 
Bares BI is cng hg Did a iiccn hans uhacn cansieacuwacioamtnen anal 178 1.3 13 
BOW. sins Manufactures and miscellaneous, n. 0. S-........---------- 177 | .4 - 
TNO. sees RE Oo db dn cand pad onincenck==seebassuaineaplas 176 () (*) 
EARS cz NE rtd oka sacuacdinoasins db amivemdsenmmmain 176 -3 .3 
Wdspine IIo ccc tinsancknmeas oanedunamarbiipeem 175 () =| 
S18. 8.2 PI aera ae 174 (1) re) 
Ii6. as NG TO 0 Ter ins anc enue une coutineimaeitemmaannell 174 Q) re) 
ca TEI BONNE TRIED, CUE... 5.2.2 nescacccbatentuanccks 174 | 5 A 
3 OI 6 ot AAS ho ba Sa esien cso cunninn dee bininabea 174 | ‘ty .2 
Pe I is Re aoc cab nau nn cnasnnsaseanbtsauseeeemenen 172 | 1.8 at 
118 CONE iba ag ta ky > ane ar sop caaeaaeaweed 171 | () () 
L3G. zee ee ak sae cucidaeunphamiieaain aaiene 171 .3 an 
jae SE 8 gt Ln dnn nnn soca ee miaetatepes 171 a 2 
T2hi 2d... Autos, trucks, knocked down. -- - i gedeeabiaetiies 170 (}) 0) 
Nan okt Bagging, burlap-- : aa 170 (4) | (4) 
AIR. a the Cellulose articles... --....-.----..- nate and acne teariet : 170 ) (Q) 
124_ Woodpulp-____..-- i sa cgi pen aba aimaae aia poi keaad ed 170 | 3 | be 
125_....| Woodenware.__ .. , 169 (") (4) 
126__...| Refrigerators__----. Saar : a 7 168 on on 
+: Ps Beans, peas, dried _- 167 | an a 
ae CO ak nn dant Sbbs~ pcabeahnns shim rakeeahsmha eben : 167 -l | 1 
129__...| Paper articles __---- Sale sande siens tegen Sea ; 167 cae a 
weve OO ess ow oc open sac cite shan hie se ideslesaice alee 166 te 2 
ABA... . FCN Es 05 5 s-seb canes. aes s0s Walaa es enanadee 166 oI 
cn oo EES one nen pin cutonksednutransnmbgiodtndda 166 i oa. 
DOGS cs bE éknleae th han koncabiewon vib ci igs idan Aiorcabe ie 166 1.0 ah 
IIS i Stone, rough --_-_---- peeks Nand to See 2 166 1 a 
190...) RUNS, TRIM sion e ce cnbasecs . 166 () a. 
S00... 68 ee SI hc aiccr be snack. sh acodcseca sented 166 | aa v1 
BE svn) Ec Os BIB koe ernie cnc cnnsesien oie Sas 165 ul < 
138__...| Containers, n. 0. 8...-.-..------ Stillness ged’ wide netted 165 oe oa 
ees Tobacco, unmanufactured __-_.__.-.-.--- pbadesonnwuel 164 ak () 
7 wee EO ae ae rietn w4 , 163 ehied he | 
Miss PE ioc ccbacvadepnccuseintwagaans Gn ut 163 sh oe 
142__- i. US SS ae sae pinata  aespsleteeed 162 a7 on 
143._...| Candy, confectionery .-.......-....-.-...- hota nfo ori 160 ) =. 
(Pee gS ee ee eee ecadrhigt acne 160 2 <2 
145_- Peanuts Petre Laken pido poesia aldipad 159 ) () 
106. coke Molasses, residual....-.------------ onde a 157 odes] 1 
147. chic GIy patie oaccbelil ecbdathnndnawnnbong aaveaknss dihihinmnaae 157 4 4 
148_.... insects Oh omaah gender min amin seh app ain Wie caeaaiat eae 155 3 4 
149_.... ee Tait e in oie ems sig seas esinad 155 oa 2 
| ee Refractories.......----------- hath an akinearee a 154 -2 3 
BBL cn China, crockery..........-.- gid és dx RUE aaAciae bia oat 154 () (1) 
Bae Py 0s Bea cin on andsccecegacspatansdaeapanunes 154 | Q) a. 
MR cs SE Illidan <2 eats neig cane twesnp wceewenonamunns 153 | (1) Q) 
158. w05 Lime, B. 0. $..2004-------------20--.-- 2-0-2052 - = 32 ooo n= ee 153 | Ol 3 
166... ca8 Containers, metal_.......-....--- pine A hieey atbeeah ates eee 152 nel ce | 
Wcnsn Ri dkg hie kinans acdnewiacnendade~uoucene 150 1.2 .6 
SEF axe | Ce III oso inn ehh oie nsbnennpteckanmia 150 1 3 
SOR wk a Os oe cad oc inn eniinib aie 0 a giaeradin ek eraeegne 148 (@) a 
160..3:.. Lumber, shingles... ss hearin bn Waispecdaechoe athe thh ae cameras oe 148 1.9 7.1 
1Ounes< Cheese... ae ibaiaine th icles es ahh diehiaeieneae 147 (2) a 
161_....! Forwarder traffic...._-- asd oral teins ize 147 7 8 
162__..._| Packinghouse products, WI cho a tee 147 1 3 
163__...| Clay, bentonite... ot Bin sien ininanenie Gated 146 “a 11 
164__..- Animals and products, n. 0. 8. in Kaige hal aie aoe 145 am = 
165. | PUIG. 2:54 Sipe nets cdneassnecs anne su pcaakonumanagebnil 145 (1) } (1) 
166_...- | BOQMGG, BO: Bienen cece a, ion Sinn sci cares chi labia 145 (@) () 
167_ | Cottonseed bulls. -.------------ pap sewnaseeie eases ‘ 144 () | 0) 
| Ng gtr 6 kckinana ss noglrinpdncneudnanedenk ae 144 aid os 
iccaa Box material_____- aaah Ace pdhtidice oe weedoibg simian aaa 143 etched 2 
BP ceed Food products, n. Ms aah ica side thinasmeteas 143 8 2.3 
ee eee F eiitaggrtirasid ats cg Maithia eaten 143 nial = 
Sewn Veneer, plywood. ._--- a nai sadaaenceieniec 143 ool 1.2 
173__...| Ores, concentrates, n. 0. Blu. - f a 140 .4 .6 
Pi tinunnt CRE a. 5b ihasnscant ese eatin aii sar 140 ahead 1 
Ryeuar< Bs MN Bee I dicta ccdiasinnn Wutstenih maewliaran a 139 le a 
Rec ares Poultry, Taian dose nnnas see ‘ | 138 0) (1) 
Bein Wine. _-_-- Rte Kk nC dunwha hans éiinan seats } 138 @® 2 
178. Lubricating Cee ee 137 3 4 
I sea Re etd ehh inanecbs-ancicuibenmindeammsmaai 135 2 .3 
180..-.-| Products of I RE OY Bh rein siatcarndin be asecaieiedliea on ais 135 1.4 1.0 
sab Soybean oil, cake 135 -3 .4 
182... I ie ae ia cca 135 a 3 
, ey SN TI icc cinntiaaaanaiasckasitbcuccadtaleatiece 134 2 4 


See footnote at end of table. 
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Commodity Ratio to Percent 
te healing a lesmeeelibbaree aceite tote ee io Tene aorta, =e —~ Percent of of total 
pocket total tons | ton-miles 
No. Item cost 
EE Sia a benny phe aes 133 0.7 0.5 
Refined petroleum. - -. eek eed pa en te ee 131 7 1.3 
Brick, buil toe.....- 129 9 3 
oD ~ 127 1.3 9 
Scrap paper, rags__.._. Lie camabheeeeae te tees 127 2 3 
Bituminous coal-------.--.--- 126 25.0 21.5 
Fish and sea animal oil ; 126 (!) (!) 
aL eb ce 126 4 2 
EST SS EOE ES EE eee eee eee 126 7 4 
oS en ana ate eS ee 126 1 2 
TB EL TS ee a ee 124 04 ts 
105..... ESTE TSS EE SS ee ee eee Rb bac oe! oy 
196_____ eee Geb scene ehohes kn cued 122 :7 .6 
197... SRI Adiga: hil encans ss SL FPL RT TERIEN 122 () () 
RE EE i Sancahssdceue as anbehines sr sceaencces. 122 .2 6 
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k edeid Vagos Of GARS..........--------------50-2-224--------2- 120 (4) () 
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1 Less than 0.05 percent. 


Sources: Cost ratios and tonnage percentages: ICC statement, May 1957, Distribution of Rail Revenue 
contribution by Commodity Groups, 1955; ton-mile percentages: ICC statement TD-1, 1955, Territorial 
Distribution Traffic and Revenue by Commodity Classes. 
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‘Wei Road RATE DISCRUMINATION ~~ 


Finances RATE WARS Against Water Carriers 
Shipping lron and Steel Pipe 





MORE FREEDOM IN RATE MAKING MEANS MORE FREEDOM TO DISCRIMINATE 


IRRAMD WATERWAYS COMMON CARRIERS ASSOCIATION Source: individvet Rodeagd Tarifls Ked vith the (CC, 
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How Railroad RATE DISCRIMINATION ee 
Finances RATE WARS Against Water Carriers 


Shipping Aluminum Ingots from Chalmette, Lo. and Jones Mil, Ark, 
en omy Davenport, la., and Newnan, Ga. 








mort FREEDOM IN RATE MAKING MEANS MORE FREEDOM TO DISCRIMINATE 


INLARD WATERY: CHIRON Cas ARMENS ASHOCIATIONT 
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Below Cost Rates Used by Railroads | 


In Rate War Program 
Shipping Sugar From San Francisco 
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[Mr. C. E. Childe for IWCCA Senate Commerce Subcommittee (exhibit No. 11)] 
How the railroads fared before and after regulation 


[Money in thousands) 


Book investment Rate of 
Net railway | return 

operating on book 

Depreciation | Net book income invest- 
reserve investment ment 


Percent 
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$329, 978 
332, 822 
357, 658 
357, 760 
305, 391 
311, 505 
339, 219 
328, 446 
387, 424 
, 034, 412, 244 
10, 370, 188 481, 171 
10, 508, 241 511, 421 
10, 773, 607 560, 077 
11, 121, 683 590, 056 
11, 670, 263 579, 476 
12, 100, 720 633, 168 | 
12, 605, 516 719, 824 
13, 257, 049 766, 846 
13, 440, 017 634, 794 
13, 816, 034 13, 816, 034 710, 474 
14, 557, 816 14, 557, 816 895, 097 
15, 857, 311 15, 646, 845 744, 669 
16, 251, 535 15, 991, 874 727, 458 
16, 889, 204 7 | 16,561, 357 805, 266 
17, 432, 726 ; 16, 996, 891 674, 190 
17, 690, 308 | 17, 178, 856 694, 276 | 
18, 176, 138 ‘ 17, 547, 204 1, 058, 506 
19, 088, 349 . 18, 291, 954 950, 557 
19, 626, 515 18, 689, 536 646, 223 
18, 899, 326 454, 132 
19, 535, 245 12, 101 
19, 768, 319 601, 139 
19, 800, 88 769, 411 
20, 657, 475 974, 918 
21, 202, 000 984, 463 
22) 071, 044 1, 136, 728 
22) 550, 745 1, 229, 020 
23, 039, 136 1, 077, 842 
23, 310, 603 1, 182, 467 
23, 772, 351 1, 262) 636 
24, 127, 608 874, 154 | 
23, 954, 153 528, 204 
23, 775, 664 325, 332 
23; 490, 089 477, 326 
23, 219, 228 465, 896 
23, 013, 621 505, 415 
25, 744, 22, 935, 063 675, 600 
26, 026, 453 "950, 23, 075, 605 597, 841 | 
25, 917, 900 : 2| 22,872,928 | 376, 865 
25, 869, 873 3,102,779 | 22, 767,094 595, 961 
25, 985, 170 5,237 | 22, 889, 933 690, 554 
26, 135, 243 3,240,145 | 22, 895, 098 1, 009, 592 
26, 348, 099 3, 561, 57 22, 786, 529 1, 499, 364 
26, 684, 637 3, 939, 56 22, 745, 075 1, 370, 568 
27, 243, 126 | 22, 860, 522 1, 113, 153 
27, 570, 035 | 22,020, 315 858, 864 
27, 938, 227 5,800,975 | 22, 137, 252 624, 868 
28, 459, 517 6,037,033 | 22, 422. 484 790, 534 
29. 529, 408 6, 279, 892 | 23, 249, 516 1, 014, 815 
30, 253, 835 6,438,177 | 23,815, 658 693, 957 
30, 908, 357 6,607,231 | 24,301,126 1, 055, 309 
31,996,513 | 6,812,085 | 25, 184, 428 | 956, 699 
32, 671, 511 6,926,771 | 25, 744,740 1, 091, 657 
33, 265, 432 7,009,758 | 26,255,674 | 1, 122, 512 
33, 415, 474 7, 152,098 | 26, 263, 376 | 887, 817 
33, 709, 013 7, 289,105 | 26, 419, 908 1, 144, 347 
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REGULATION HIGH SPOTS 


Period of nonregulation: Before 1903 there was no effective governmental regulation. In the 1860’s to 
1890's railroads were subsidized by land grants, bonds, cash, and other aids. 

1890-1903: Railroad rate associations partly succeeded in controlling rebating and maintaining rates by 
agreements. 

1903; Elkins Act prohibited rebating. 

woe Hepburn Act gave ICC power to fix rates and require published tariff rates to be charged and 
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1910: Railroads given first general freight rate increase by ICC. 

1911: Railroads required by ICC to set up reserves for depreciation. 

1918: Government took over and operated railroads under guarantee of prewar earnings. Freight rates 
increased 25 percent. 

1920: Congress restored railroads to private owners; authorized payments to restore properties to good 
physical condition; directed ICC to maintain rates that would yield fair return; ICC granted general in- 


— . fieight rates of 25 to 35 percent. (These were more than traffic could bear, and reduced 10 percent 
in 1921. 


1932: Railroad credit supported by creation of RFC. 
E re Congress established Office of Federal Coordinator of Transportation to determine ways of help- 
ing railroads. 

1935: Motor carriers placed under ICC regulation. 


1932-37: ICC tried to maintain railroad earnings by general freight rate increases, followed by reductions 
to avoid losses of traffic. 

1938: ICC authorized 10 percent general increase in freight rates. 

1940: Transportation Act defined national policy; placed domestic water carriers under ICC regulation; 
created Board of Investigation and Research to study taxation, public aids, economy, fitness of rail, motor, 
and water transportation. 

1944-46 et seq.: Accelerated amortization of capital expenditures. 
nie Reed-Bulwinkle Act exempted from antitrust laws rate agreements between common carriers of 

e type. 

1946-58: Series of percentage freight rate increases authorized increases more than 100 percent. 

1951-58: Selected competitive rate reductions by railroads offset rate increases granted. 

1957: Railroads relieved from long-short-haul provisions over circuitous routes. 


Source: Transport Statistics in the United States, ICO. 


ICC Has Given Railroads More Freedom Now In 
Rate-Making Than Railroads Have Seen Fit To Use 
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MORE FREEDOM NOW IN RATE-MAKING IS UNNECESSARY 


INLAND WATERWAYS COMMON CARRIERS ASSOCIATION Souree: ICC 
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PROBLEMS 


Despite Chaotic Pricing Policies, Carload Freight 
Produces Large Profits 
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RAILROADS HAVE TOO MUCH FREEDOM NOW IN RATE MAKING 
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RAILROADS HAVE IGNORED PAST STUDIES 
RECOMMENDING SELF-HELP IMPROVEMENTS 


Recommendations of 
Federal Coordinator 
of Transportation 
1932-1935 


Uneconomic passenger train operations $ 95,000,000 
Uneconomic terminals, interchanges 162,000,000 
Needlessly Circuitous routes 

Below-cost rates —less than carload 

Below-cost rates — carload 

Uneconomic freight services 

Uneconomic cor utilization 

Uneconomic maintenance and repairs 


Uneconomic accounting practices 


Self-Help Remedies Should Be Tried First 


21278—58—pt. 2——-32 
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Mr. Cutrpe. Let me say that we believe this committee is perform- 
ing a very timely and important public service in conducting this hear- 
ing. I have been much impressed with the questions I have heard 
from the Senators this morning. 

I want to say that my testimony is in sympathy with your effort to 
find a way to give the country the best possible rail transportation as 
well as other kinds of transportation as a part of our national trans- 
portation system. 

I think some of the railroad proposals to the committee would be 
helpful, especially those to repeal the excise taxes on transportation 
charges, and to give the ICC power to authorize abandonment of non- 
profitable railroad services. But it is our opinion that the railroads’ 
response to the committee’s question as to what the railroads can do to 
help themselves has been less than adequate in this hearing, and I shall 
touch upon that, if I may, asI go along. 

We are opposed to the proposal that the railroads be given greater 
freedom to engage in competitive rate cutting, along with the freedom 
to increase rates still further on so-called noncompetitive traffic, which 
would be a necessary corollary. We believe that the railroads have 
had more than enough freedom in that respect already and that letting 
down the bars further would be harmful to the railroads themselves 
as Ph as to competing modes of transportation and the general 

ublic. 

r I take issue with the contentions that have been made that the rail- 
roads are suffering in any important way from unfair competition of 
other types of transport, or that the Interstate Commerce Commission 
hasn’t given the railroads adequate and timely rate increases, or that 
the Federal regulatory laws are outmoded and treat the railroads un- 
fairly as a oer On the contrary, I believe that the national 
transportation policy is sound; that Congress has done a good job on 
the whole in keeping our transportation ee up to date and effective, 
and both Congress and the Interstate Commerce Commission have 
been and are friendly and helpful in their treatment of the railroads 
as well as other modes of transportation. 

It is my opinion that railroad rates and some of their practices, not 
the railroad laws, are outmoded and unfair. 

The railroad rate structure, in my opinion, is the main reason why 
the railroads’ earnings are inadequate at the present time. I am not 
speaking of the temporary recession period—and I hope it is tem- 
porary—but their postwar record of earnings. It is within their own 
power, as I see it, to correct this and to add at least a billion dollars a 
year to their revenues if they are willing to undertake it. Statements 
made by railroad spokesmen that their rates reflect the full cost of 
their services are highly inaccurate so far as the vast number of their 
individual rates are concerned. 

The railroad policy from the beginning has been and is to base 
rates not on cost but on what the traffic will bear, which means, in 
practice, to charge the most they can, but where they encounter com- 
petition of other carriers, get the maximum volume of traffic at what- 
ever rate reductions may be necessary to attract it. 

To meet rising costs, the railroads have been making, as you know, 
repeated rounds of general percentage rate increases, but they have 
at the same time been lowering a great number of their specific rates 
which they consider competitive, with the result that their overall 
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revenues, as a total and per ton, are going down on the average, while 
some of the traffic, and especially the traffic of the little fellows that 
you are properly concerned about, have gone on bearing the full 
increases. 

No other important industry in the country, to my knowledge, does 
or could make prices that way. Imagine, if you please, an automobile 
manufacturer, or a chain food store, making its prices, say, 50 percent 
higher at a point in one area than in an adjoining area, or pricing its 
products to some customers below cost to run out competition, and 
recouping by overcharging others. That, as I see it, is the railroad 
system of making prices today. In order to make it clear to you how 
it works out, I have a rough diagram which I think will explain it. 

Suppose you are a shipper at producing point A, and you are ship- 
ping your product to the market M, which we will say is 200 miles 
away, and that you have a competitor at producing point B, which 
is an equal number of miles away from the market, and he ships to 
that same market, and you both have the same rate, which we will say 
is $1 a hundred pounds to that market, so there is no discrimination. 

But along comes a competing carrier from point B to market M— 
whether it be truck, barge, or whatnot—and starts in business and 
gets a substantial amount of traffic. The railroad then reduces its 
rates from B to M, say to 80 cents a hundred pounds. Now there is 
an 80-cent rate from B to M and you pay your dollar rate from A to M. 

If the competing carrier hemi reduce its rate below the railroads 


to gets its traffic back, then maybe both carriers will go down to as 
low as 60 cents a hundred pounds from B to M. That would not be 
an uncommon situation. But you, at point <A, are still paying the $1 


rate because your traflic is considered not competitive. at is to say, 
you have only the railroads to serve you. 

About this time the railroad’s higher costs and higher wages compel 
it to ask for and it receives a general increase in freight rates. Let’s 
say 20 percent. Your rate goes up to $1.20. This 60-cent rate might go 
up to 70, or might stay where it is at 60 because of the competition. 
At any rate, your rate from A to M is now so high compared with the 
B-to-M rate that you can no longer absorb the difference in your price, 
and you either go out of business or you buy a truck and haul it your- 
self. The railroad, of course, loses the high-priced traffic just as you 
lose your market, and the business then moves at this lower rate. 

That kind of situation, gentlemen, has been going on to such an 
extent that literally millions of railroad rates today have gone down 
below the full cost of transportation. And many thousands of them 
have gone down below out-of-pocket costs. I shall have some illus- 
trations that I would like to call to your attention to show that situa- 
tion. 

In the railroads’ view—and their views have been upheld by the 
courts and the Interstate Commerce Commission—that kind of rate- 
making is proper as long as there is competition justifying the lower 
rate. In any real sense of the word your business from A to M is 
just as competitive as the business that moves from B to M. But as 
long as you are served only by the railroad, you don’t get a competi- 
tive rate. 

That kind of thing has not only sapped the prosperity of the rail- 
roads themselves but it is threatening the welfare of other types 
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of transportation, and it is becoming an extreme burden upon shippers 
and localities who are discriminated against by the so-called noncom- 
petitive rate levels. 

The Interstate Commerce Commission restrains that practice as 
much as it considers it properly can under present laws. It tries to 
keep competitive rates above the out-of-pocket cost level, which of 
course is considerably below full cost, while the Commission grants 
general increase authorizations to the railroads so that they can make 
an overall profit. 

But the Interstate Commerce Commission is reluctant to interfere 
with common carrier competition and with the carriers’ ratemaking 
initiative, and that is why such vast numbers of railroad rates today 
have slipped below cost levels. 

I think there is a general lack of awareness on the part of railroad 
presidents and government officials, even regulatory officials, and cer- 
tainly on the part of the general public, as to how far that discrimina- 
tory pricing practice has gone in the rail rate structure. Fortunately, 
there are some leading railroad executives now outspokenly question- 
ing the wisdom of carrying any traffic below their cost. And the 
Interstate Commerce Commission cost experts have been making 
studies which give us much more accurate information now about the 
relation of rates to cost than we have had in the past. 

From these ICC studies I have made some charts which I would 
like to call briefly to your attention. 

Senator Scnorrren. Mr. Childe, before you go into that let me ask 
you this: 

Apparently that type of practice has not made too great an inroad 
into your barge traffic and income because, as I understand in an 
answer to a question by the chairman as to the rate of return, your 
people are enjoying, at least in the areas in which Mr. Taylor testified, 
a little over 8 percent return. That has not actually affected you peo- 
ple in the barge business, has it ? 

Mr. Cuipr. It has affected the people in the barge business, but 
not to the point where a fair rate of return is generally threatened, 
as of now. But, Senator, what you are considering is whether the 
railroads shall be allowed to go just as far as they please. 

Senator Scnorrren. I understand. Your point is well taken in that 
respect. 

Mr. Cuitpe. We are fearing the future more than we are claiming 
that up to the present this matter has been disastrous to water trans- 
portation. It has not, although I could tell you of some individual 
instances where it has hurt a lot. 

Senator Scuorrren. I may be getting ahead of your story. 

Mr. Chairman, I am going to ask your permission to leave in about 
15 minutes, because I have some matters that are coming up on the 
Senate floor when the Senate opens and I shall not be here, and espe- 
cially if we go into the agricultural legislation this afternoon I may 
be absent from this afternoon’s session, which I regret. 

You talk about the competitive situation that you are confronted 
with. Do you have very much, or have you had very much to fear 
from the trucking industry; for instance, the private carriers and the 
contract carriers? Do you have any complaint generally on that, oy 
will that be covered by you in your later statement here, or some other 
members of your organization who will testify ? 
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Mr. Cutter. The private trucking industry does not affect the barge 
carriers much. They handle a different type of traffic and in much 
smaller quantities. The competition as between the barges is first 
carriers on the water, and more important, the railroad industry. 

Senator ScHorrren. Thank you. 

Senator Lauscue. May I ask a question at this time? 

Senator Smatuers. Yes, sir, Senator Lausche. 

Senator Lauscue. I understand that you take the position that these 
practices of the railroads charging only out-of-pocket costs, which is 
not a proper return, has had an effect upon the barge industry ? 

Mr. Cure. It has. It has produced certain much lower transpor- 
tation rates where the competition has been very keen than what 
might be termed the “normal rate.” So to that extent there are coming 
into being irregularities in the barge carriers’ rate. : 

Senator Lauscue. Then if it has had an effect it has been adverse; 
is that correct ? 

Mr. Cumpe. I think it has been adverse on the carriers, and more 
particularly on the public, because every one of those rate inequalities 
discriminates against somebody. 

Senator Lauscur. Would the barge carriers, if this adverse effect 
had not come upon them, have made a greater profit than an average 
of 8 percent? 

Mr. Cue. I don’t think so. They would have had some lower 
rates on some commodities, and some higher rates on others. It would 
be a more equal situation. The burden would be distributed more 
evenly among the users. 

Senator Lauscue. Thank you. 

Senator Smatuers. Go ahead, Mr. Childe. 

Mr. Cuipe. Chart No. 2, gentlemen, is a bar chart on which I 
have shown for the 257 commodity classes which are reported by the 
railroads to the Interstate Commerce Commission, the relationship 
which each commodity class bears to the cost of transportation. 

The upper section shows the relation to the full cost of transporta- 
tion. The horizontal line you see running along the center repre- 
sents the cost level. And the distance that these bars extend above 
or below the horizontal line indicates how much above or below cost 
that particular commodity produces in revenue. 

Senator Scuorrret. Is the shaded portion below what you would 
consider to be out-of-pocket cost ? 

Mr. Curve. No, sir, the out-of-pocket cost relationship is shown 
in the lower section of the chart, which I will come to shortly. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Senator Smatuers. Mr, Childe, will you go ahead? 

Mr. Cuinpe. I should mention that the width of these bars repre- 
sents the proportionate volume of traffic in each of the ceiuledie 
classes. You will find attached to the statement which I filed for 
the record an exhibit which shows the name of each of these com- 
modity classes, the amount of traffic in terms of percentage, total tons 
and ton-miles, and the percentage relationship that the revenue bears 
to cost. 

All of these figures, of course, are averages and they are averages 
for the United States as a whole. It should be borne in mind that 
each one of these commodity classes has individual rates in it which 
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go above the average as well as below, and that even in the higher 
rated above-cost classes there are individual rates that may go down 
to or even below cost, just as in some of the classes that average below 
cost there are some individual rates which may be above. 

But looking at merely the averages, the range is from more than 
300 percent above the full cost level, which I might say embraces 
such commodities as explosives, military vehicles, guns, and things 
like that, on which Uncle Sam has to pay the freight 

Senator Lauscue. Mr. Childe, I have here what is identified as 
exhibit 3. That has, as line No. 1, “Explosives.” Is that what you 
are now pointing to? 

Mr. Cuixpe. That is correct. 

Senator Lauscue. In line No. 2 is “mil vehicles.” 

Mr. Cuipr. Military vehicles. 

Senator Lauscue. And line No. 3,“Magnesium.” And so the identi- 
fication is on exhibit 3 to the lines to which you are pointing ? 

Mr. Cuutpr. That is correct. 

To the left of the chart, these bars that run away above the cost 
level down to about 150 percent of cost, are for the most part high- 
grade manufactured goods and consumer goods such as machinery and 
electrical goods, agricultural implements, wearing apparel, and so 
forth. Some of the metals are in the higher brackets, as Senator 
Lausche pointed out with respect to magnesium. Iron and steel, which 
is in some 10 groups on the chart here, is one of the most important 
revenue producers for the carriers, and the average on iron and steel 
is now in the neighborhood of 150 percent of full cost. As we go down 
the line we—— 

The Cuarrman. Do you mean by that ore or iron ? 

Mr. Cutipr. That is the metal itself, the fabricated, semifabricated 
products. 

As we go down the line we find some important agricultural com- 
modities that are in the high brackets. Wheat is one of the important 
bars you see on this chart that on the average pays 139 percent of the 
full cost: corn a little bit lower; rice is 141 percent; cotton is 141 
percent. 

Senator Scuorpre.. What is sorghum grains? Is that about the 
same as wheat and corn ? 

Mr. Cute. Yes, sir, it is about the same. 

The Cuarrman. Before you leave the grains, could you tell us 
briefly why you think those are up in the high brackets? Is it because 
they are seasonal ? 

Mr. Cutrpr. No. It isa part of the old ideas that the traffic will bear 
it. I have a special chart on grain which I think will bring that out 
specifically. 

The Cuarrman. This committee is quite concerned about that, be- 
cause we do have the problem of agricultural exemptions in transpor- 
tion, and we have the problem every year of freight-car shortages, 
and we have all kinds of problems when the farmer moves his grain. 

Mr. Crizpr. That is true. I thought you would be interested in 
grain and that is why I made a special chart for it. But let me say in 
general reply to your point that agricultural freight embraces some 
of the highest profit commodities and also sone of the lowest profit 
commodities that the railroads haul. 
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Portland cement is one striking illustration of a low-grade com- 
modity that pays a high rate, 137 percent on the average above full 
cost. Generally speaking the low-grade, heavy-loading commodities 
pay rates as you would normally naturally expect, a lower percentage 
above cost. Some of them are charged lower than cost. 

The Cuamman. What about lumber? 

Mr. Cuixtpe. Lumber is just about at the 100 percent mark, this line 
you see right at the 100 percent. 

Strangely, there are some light loading and high priced commodi- 
ties in the below cost field, for no particular reason except perhaps 
custom and some competition. 

Flour, for example, cereal, prepared cereals, feeds are in the below 
cost brackets, where wheat, corn, and sorghum, et cetera, are way up. 
That is perhaps a reflection of the rather small influence that the 
farmer has in the fixing of freight rates as compared with the manu- 
facturers. 

Senator Lauscur. Mr. Childe, may I point out, and I do not eriti- 
cize, that there is a disparity in what you said from the paper which 
has been submitted. Under 37, wheat has a 223 ratio to out-of-pocket 
cost. 

Mr. Cunupe. Yes, sir. I am referring to the full cost ratio which 
is in statement No. 2, preceding. 

Senator Lauscue. I found sorghum in here and that is quite low. 
Sorghum grain, on 111, is 176. 

Mr. Curpe. Yes, sir. 

Senator Lauscue. Is there that difference between the two, 22:3 to 
176? 

Mr. Cumpr. Yes, sir. Those are ICC figures, and I have merely 
put down what the Interstate Commerce Commission waybill studies 
show to be the fact. But you notice that sorghum is in the higher 
brackets along with wheat and corn. 

The striking thing which is disclosed by these charts to my mind is 
the wide variation of treatment given to different commodities, and 
the great number of commodities that do not yield revenues even 
equal to the full cost of the railroad service. 

The Cuarrman. What is the extreme on the other end? 

Mr. Cuitpe. The extreme low commodities on the other end are 
copper ore, which pays, on the average, 72 percent below the full cost. 

Those commodities on this chart, which are in the brackets below 
the full cost of the service, comprise 66 percent of the total tons 
hauled by the railroads, and 49 percent of their total ton miles, an 
enormous portion of their total traffic. And it is the minority of the 
traffic, either in tons or ton miles, above the cost line that has to carry 
the load of the deficits on the rest of the traffiic. To this should be 
added the less than car load freight of the railroads, which is not very 
large measured in tonnage, but as a whole it is highly unprofitable to 
the railroads, so much so that the ICC estimates run a loss below out- 
of-pocket cost of somewhere around $100 million a year suffered by 
the railroads in carrying less than carloads. 

Obviously it is coneithe for the railroads to carry such large losses 
only by maintaining higher rates than would otherwise be necessary 
on the commodities above the cost line. 

This chart below, which compares the commodities with out-of- 
pocket cost, is of the same character, and I won’t repeat what it shows 
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except to say that out-of-pocket costs represent only that portion of 
the costs which under the ICC formula varies directly with the vol- 
ume of traffic. In other words, a shipment which doesn’t pay out-of- 
pocket costs, costs the railroad more to haul it in actual out-of-pocket 
money than they take in, even disregarding overhead and general ex- 
pense. And yet there are 39 commodity classes comprising some 18 
percent of the tonnage which on the average don’t pay the railroads 
even out-of-pocket cost. 

It is a mystery to me why the railroad executives, needing revenue 
as they do, don’t do something to bring their below-cost commodities 
up to a point where they would yield some profit. There is nothing 
in the national transportation policy or the law to on them. In my 
opinion it is simply inertia, custom, and the fear of losing tonnage, 
although they would be money ahead if they did lose that tonnage 
and let some other carrier handle it which could do so at a profit. 

inne way Smatuers. Mr. Childe, let me ask you a question right 
there. 

How recent are these figures that you have ? 

Mr. Cuipr. Those are the figures for 1955, which are the latest 
the ICC published. 

Senator SmarHers. Do you have any idea how many of those be- 
low-cost items which the railroads were hauling in 1955 they are still 
hauling? 

Mr. Cuitpr. The picture is virtually the same today as it was in 
1955, although there has been some erosion of railroad revenues be- 
low the 1955 level. 

Senator Smatruers. What has this erosion resulted from? 

Mr. Cumpe. Competition. 

Senator Smaruers. Competition ? 

Mr. Cuitpe. Meeting competitive rates, yes, sir. 

Senator Smatuers. That is competition of the water carriers and 
truckers and things of that nature ? 

Mr. Curtpr. That is true. There is some market competition in- 
volved as between the railroads in one area against another, but it is 
mainly carrier competition. 

Senator SmatTuers. Your contention is that the railroads are con- 
tinuing then to carry more and more goods at less return to them, and 
that is what is resulting in their loss of revenue? 

Mr. Cuirpe. That is certainly true with respect to anything which 
goes below or even near the out-of-pocket cost. The ICC formula 
points out that in the long run there isn’t any distinction between 
out-of-pocket cost and full cost. But in the short run, freight can 
be carried at something below full cost and still bring in more dollars 
than immediately are paid out. 

Senator Smaruers. Al] right, sir. 

The Cuarrman. Doesn’t that violate the compensatory theory? 

Mr. Cuixpe. It does indeed. But I am speaking of the actual con- 
ditions. I think you should know about them. 

Senator Smaruers. In other words, you are saying that they are 
carrying more and more of these items without any relationship to the 
cost of carrying them ? 

Mr. Cuttpe. That is correct. 
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Senator Lauscue. Does that mean that the Interstate Commerce 
Commission is allowing them to charge rates which are below those 
that are commanded to be charged under the law ? 

Mr. Cuipe. I don’t attempt to interpret what the law commands, 
because I am not a lawyer. But I can assure you that rates are being 
charged with Interstate Commerce Commission approval today that 
are below even out-of-pocket costs, and I will have some illustrations 
to show you. 

Senator Lauscue. Mr. Childe, your answer to Senator Magnuson 
was that they are charging less than what would be compensatory 
costs. 

Mr. Cuitpe. They are now, did you say ? 

Senator Lauscur. Yes. I understood you to say that, as of 1955. 

Mr. Cuitpe. Yes, sir. 

Senator Lauscue. Under the law is the Interstate Commerce Com- 
mission, if it is acting in accordance with its oath and following the 
law, allowed to authorize such a charge? 

Mr. Cups. That is a question I would prefer to have a lawyer 
answer, Senator. 

Senator Lauscue. Your answer does imply that the members of the 
Commission are permitting a practice which is not authorized by law. 

Mr. Cuitpe. Accepting that as the law, I agree, it is true, because I 
know that the practice is going on, and that is what I am calling to 
your attention. 

Senator Smaruers. Mr. Childe, you say you do know of instances 
where they are charging rates below out-of-pocket costs? 

Mr. Cutmpr. Under the ICC cost formula, yes, sir. I depend on 
that as the basis of my answer. And I think it is a good formula, but 
at the same time I haven’t personally made those cost studies. 

Senator Smatuers. When the railroads come in and make applica- 
tion before the ICC for these costs which you have maintained are 
below out-of-pocket costs, or these rates below out-of-pocket costs, do 
you, representing the water carriers, go in and protest ? 

Mr. Cuitpr. May I say that I do not represent the water carriers 
except on some special occasions. 

Senator Smatuers. Does somebody representing the water carriers 
protest ? 

Mr. Cuttpe. I can say this, that there are continual protests being 
made by the water carriers freight bureau against reductions in rates 
by the railroads down to or below out-of-pocket costs. 

Senator Smaruers. So then the ICC is aware of the fact that there 
are charges made by the water carriers that the rates which the rail- 
roads seek are in fact below out-of-pocket costs? The ICC is aware 
of that fact? 

Mr. Cuitpe. They should be, yes, sir. 

Senator Smatuers. And it may be that they do not think they are 
below out-of-pocket costs? That could be the case? 

Mr. Cutxpe. That could be so. 

Senator Smatuers. Go ahead. 

Mr. Cuitpe. The out-of-pocket cost level is a very vague and evasive 
thing. You can put one carload on a train, according to the railroad 
theory, and add very little to your costs. From that standpoint, if 
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they got even a few dollars extra, it would cover the out-of-pocket cost 
of that car. But when you carry the thing to a point where you have 
to put on new trains, the picture is entirely different. 

enator Smatuers. So in fact you do agree that it is a matter of 
opinion as to what constitutes out-of-pocket costs? 

Mr. Cutpe. I do; yes, sir. 

Senator Smatuers. And that the ICC could have some different 
opinion from that which you or the other water carriers have? 

Mr. Cuitpe. I think that is correct. But I would like to say that 
these figures I am giving you here as what are below out-of-pocket 
costs are from the Interstate Commerce Commission’s Cost Bureau. 
They are not my figures. To that extent I think the ICC should know 
that a lot of the railroad rates are actual below out-of-pocket costs. 

The Cuarrman. Mr. Childe, let’s take the other end of that statistic, 
where they are charging more than costs. You are familiar, of course, 
with section 22 of the act which allows the Federal Government to 
presumably make better arrangements for shipments than someone 


Mr. Cutpe. Yes, sir. 

The Cuarmman. When we attempted to repeal that, the military 
came before the committee and made quite a plea as to how much 
money it would cost the taxpayers if that were repealed. 

T am a little bit confused with that testimony when I find that the 
Government is not getting much benefit out of that section 22 in the 
case of the military vehicles, that they are hauling way above their 
costs. How do you account for that? 

Mr. Cuirpe. It is a long story. Over the years the Government 
rates, especially the Army and military freight, has been maintained 
at very high levels simply because the traffic would bear it. Nobody 
protested. 

The Cuarrman. So that in the particular case you mentioned, what 
the Defense Department ought to do is get some better rates. Even 
if they got the regular rate and section 22 did not exist in the law, 
the Government would save money, would it not ? 

. Mr. Cumper. Yes. They have been making some effort along that 
ine. 

But the fact is, today, a lot of military freight bears higher rates. 
Whether that is fair or not is not for me to say. Maybe the carrier 
should get high rates on that to compensate for some of the lower 
rates that the consumer has to pay directly. 

The Cuarrman. That just comes out of the taxpayer’s pocket. 

Mr. Cutipe. Yes, it does. 

The Cuarman. Do you believe, as I do, that we might be better 
off in this whole rate structure if the Government paid what every- 
body else paid, since in the long run we maybe don’t save any money 
under the section 22 theory. 

Mr. Cupp. If all the rates on Government freight, as well as gen- 
eral freight, would bear a reasonable relationship to the cost of the 
service, there would be no need for a section 22. But today a lot of 
this Government freight doesn’t even have any regular rates provided 
for it. So there is some argument in favor of section 22. The long-run 
answer is as you suggest—make all the rates reasonable and treat the 
Government as any other shipper is treated. 
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The CHarrman. It seems to me that where rates are not set we are, 
paying more than we should. 

r. Cups. I agree with you. 

Senator Smaruers. I might say, just for the record, however, that 
the Defense Department people did testify that if they were not per- 
mitted the section 22 benefits, that it would cost the Defense De- 
partment in the neighborhood of some $300 million, as I remember 
their testimony. 

Senator Lauscue. Seven hundred million dollars. 

The CHatrman. That is based upon the present rates. But look 
at what they are charging. 

Senator | cdeain I io think that we ought to have the military 
— in to be confronted with this claim that the Government is 

ing charged excessively, and we ought to have in members of the 
Interstate Conmnsttes Commission to ascertain whether they are ap- 
proving rates that are below out-of-pocket costs. 

Mr. Barton. They have been invited, Senator. 

Senator Smatuers. We will have them in. I might say by way of 
interpolation that we have one of the distinguished and able members 
of the Interstate Commerce Commission with us today, Mr. Arpaia. 

Mr. Arpaia, any time you wish to come up here and sit with us, 
we would delighted to have you. They will have their opportunity 
to be heard in response to the testimony of the water carriers. 

You may go ahead. 

Mr. Cutxpe. I wish to touch very briefly, if I may, on some specific 
illustrations that I have on charts here, showing how this practice 
works out in terms of competition in individual situations. 

The CuHatrman. Off the record. 

(Discussion off the record. ) 

The Cuarrman. On the record. 

We will recess at this time until 2: 15 this afternoon. 

(Thereupon, at 11:53 a. m., the committee was recessed, to recon- 
vene at 2: 15 p. m., this day.) 


AFTERNOON SESSION 


Senator Smatuers. The hearing will come to order. 
Mr. Childe, we will continue with your testimony. 
Mr. Cuttpe. Mr. Chairman, I had started to call attention to some 

charts with specific illustrations. I would like to comment on these 

briefly. 

The first chart shows the rates on steel pipe which is used extensively 
in oil drilling. From Pittsburgh, which is the largest producing point 
for the pipe, to two oil fields in the West and Southwest, one at Willis- 
ton, N. Dak., and the other at Luling, Tex. Those destinations happen 
to be just the same number of miles by rail from Pittsburgh. 

The rate on the pipe from Pittsburgh to Williston is $1.76 per hun- 
dred, as compared with a rate of $1.34 a hundred for the same mileage 
to Luling, Tex., and the reason is that the barges haul from Pittsburgh 
to Houston, and the trucks haul it from Houston into the Texas field 
and make competition for the railroads down there which doesn’t exist 
at Williston ; hence the difference in rates. 

If the railroads were granted unlimited freedom as they would like 
to have, to compete on the one hand with lower rates and on the other 
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hand to raise rates, there is no reason that I know of why the rate from 
Pittsburgh to Williston wouldn’t go up further than it is now. 

Senator Smaruers. Is it your theory that if the railroads were al- 
lowed to move their rates up, your theory is that eventually the 
would drive out all competition and then, after having driven out all 
competition, they would then raise the rates? Is that your conclusion ? 

Mr. Cuitpr. That might happen, but I am afraid, Mr. Chairman 
that there would be a good many bankruptcies in the railroad as well 
as other branches of transportation before that, and there should be 
some public authority to stop it before it reaches that climax. 

Senator Smaruers. I don’t get your point then. You are not 
worried about that; is that the idea? 

Mr. Curtpe. I am worried that, unless the facts are known, the rail- 
roads might be allowed to go so far along that line that it would be 
seriously damaging to them and to the country. 

Senator Smaruers. They would have to get approval from the In- 
terstate Commerce Commission, would they not ? 

Mr. Cuixpr. Generally speaking, yes. 

Senator Smaruers. Do you think the Interstate Commerce Commis- 
sion would let them lower their rates to such a point that it would 
finally drive out the water carriers ? 

Mr. Cuiwpe. Drive out some of them, yes. But the most serious 
aspect of it, to my mind 

Senator Smaruers. In other words, what you want the ICC to do is 
to keep the rates high so that the water carriers can continue to make 
some money ? 

Mr. Cuiipe. High enough so that the discriminations would be at a 
minimum, and that no carrier would be driven out of the business by 
cutthroat competition, if you know what I mean by that. 

Senator Smatuers. Do you believe in competition or don’t you? 

Mr. Cute. Within limits, but not unlimited competition. I think 
that competition between carriers, especially of the different types, 
needs to be controlled by Federal authority, and I am not in favor 
of that control being relaxed. 

Senator Smaruers. You don’t believe that the shipper and the con- 
sumer should determine eventually what type transportation should 
be used and what rates should be charged ? 

Mr. Cuitpr. The shipper should make a choice within the limit of 
reasonable and profitable rates for well-managed transportation. But 
the shippers, especially the large one: 

Senator Smaruers. You think the shipper is justified in going out 
and getting the best price that he can ? 

Mr. Cute. It is only human that he should. Whether it is ethical 
or not I don’t want to argue. 

Senator Smatuers. Do you say it is unethical for a shipper to want 
to ship his goods at the lowest cost that he can ? 

Mr. Cuitpe. No, I wouldn’t say it is unethical but I say it isn’t good 
for the country to allow that practice to go too far. 

Senator Smaruers. Is it not good for the consumer? 

Mr. Cutter. It isn’t even good for the consumer if it results in rates 
too high for one consumer to compensate for rates that are too low for 
another. 

Senator Lauscue. Mr. Childe, I had a member of the staff inquire 
of the Interstate Commerce Commission what the average returns 
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were of the barge carriers at the last fiscal year on which they have 
reports. This morning Mr. Taylor said they were 8 percent. The 
records of the Interstate Commerce Commission, though they have not 
been finally verified, show that the average returns of the orig car- 
riers are 12.7 percent. 

Do you think that the barge carriers could have enjoyed that type 
of return if they had full and stimulating competition which was in 
the interest of the eople as a whole ? 

Mr. Curing. I don’t know that I can answer that. It gets down to 
this: Is 12.7 percent return toomuch? Iam not here to argue that. 

My principal argument to you, Senator, is don’t allow this thing to 
go the route of unjust discrimination. Do I make myself clear? 

Senator Lauscue. Yes. 

Mr. Taytor. Senator, may I interrupt at that point ? 

Senator Lauscue. Yes, Mr. Taylor. 

Mr. Tayrtor. I gave you that 8.5 percent figure this morning, and I 
still think it is approximately correct. 

Under the ICC accounting rules, which are contrary to the accepted 
procedures of the accounting profession, there is a substantial differ- 
ence between the way certain accounting is handled, for instance, any 
regulated common carrier is not permitted to take account in its.cur- 
rent costs of the amortization certificates, fast amortization permitted ; 
nor are they, I think, permitted to take account of the sum of digits 
method of depreciation or declining balance. 

The barge lines in general, while for Commission reporting pur- 
poses, report in accordance with Commission rules, in their own cal- 
culations and in their reports to the public—I speak in that particular 
for our company, specifically—report in accordance with accepted 
accounting practices and not with the Commission’s rules. 

I think that is perhaps where this difference in return may come in. 

Senator Lauscue. In any event, the same principle of accounting 
is applicable to all of the carriers who are subject to the Interstate 
Commerce Commission jurisdiction ? 

Mr. Taytor. Insofar as reporting to the Commission is concerned, 
not necessarily for other purposes. 

Senator Lauscuer. The records of the Interstate Commerce Com- 
mission showing the average. return of the different t of carriers 
would all be guided and subjected to the same princi le 

Mr. Taytor. That I think is correct, because we all comply with the 
same regulations. 

Senator Lauscue. Your mode of keeping your books, if it is differ- 
ent, might also apply to the other carriers. They may keep them 
differently than the Interstate Commerce Commission does. 

Mr. Taytor. Yes. 

Senator Lauscne. The point I am trying to make is if we get into 
this record from the Interstate Commerce Commission the compara- 
tive returns of the several types of carriers, they will all be fixed and 
reached in accordance with the same principles of accounting? 

Mr. Taytor. That is right. 

Senator Lauscue. Then I think we ought to get into the record the 
comparative figures. 

Senator Smatruers. Senator Lausche, we will have those investment 
return figures on the railroads and trucks and the water carriers sup- 
plied to us by the ICC. 
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Senator Lauscner. These figures were provided by Mr. Dale Hardin. 
He said they show an average rate of return of 12.7 percent. He said 
that he will want to verify them for complete accuracy before we 
should accept them at full worth. 

(A letter subsequently received from the Interstate Commerce Com- 


mission is as follows :) 
INTERSTATE COMMERCE COMMISSION, 
Washington, D. C., March 27, 1958. 
Hon, GEORGE A. SMATHERS, 
Chairman, Subcommittee on Surface Transportation, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Dear CHAIRMAN SMATHERS: In compliance with your recent request for 
the rate of return upon the investment for class I railroads, class I motor car- 
riers of property, and carriers by water, the attached information is furnished 
for the year 1956. Data necessary to make the computations for the year 1957 
are not yet available. 

As you will note from the attached table, the rate of return computed for 
class I line-haul railroads is 4.16 percent; class I motor carriers of property, 
10.4 percent ; and large water carriers, 11.3 percent. 

A number of different rates of return can be compiled for carriers. In past 
railroad general revenue proceedings the Commission has utilized three sepa- 
rate formulas: namely, net investment, Ex parte 175, and Ex parte 115 methods. 
The latter two are based on valuation satistics which are not available for 
either water or motor carriers. In the attached table, therefore, the figures 
for all three groups of carriers have been placed as nearly as practicable on a 
comparable basis using the net investment method. Investment in property 
used in transportation minus accrued depreciation and amortization, without 
any allowance for working capital, has been used for all three classes of carriers. 
A figure corresponding as nearly as feasible to the net railway operating income 
for railroads has been constructed for motor carriers and carriers by water. 

The Association of American Railroads computes its rates of return on a 
slightly different basis from the above which accounts for a small difference: 
3.96 percent published by them as the rate of return of class I railroads com- 
pared with 4.16 percent computed by us. 

On March 17, 1958, we furnished Mr. Frank Barton, counsel for the sub- 
committee, a rate of return for large water carriers of 12.7 percent instead of 
the 11.3 percent shown on the attached table. In the computation furnished 
Mr. Barton the water carriers’ net income included certain, income due. to non- 
earrier operations, such as dividends, interests, etc. In order to make the 
figure comparable to net railway operating income such items were deleted. 
Net railway operating income represents the financial results of the operation 
of the railroads and is the difference between the total railway operating reve- 
nues and the sum of railway operating expenses, taxes (including income taxes), 
and equipment and joint facility rents, It excludes financial items such as 
dividend and interest income, income from miscellaneous nonrailroad operations, 
fixed and continued charges, ete. 

I trust the above information sufficiently answers your inquiry. However, 
if it does not.or if we can assist you in any other way, please feel free to call 
on us. 


Sincerely yours, 
Howakp Freas, Chairman. 


Class I line-haul railroads, 1956 


1. Investment in property used in transportation $33, 338, 792, 745 
2. Less accrued depreciation and amortization 7, 686, 356, 085 


3. Net investment 25, 652, 436, 660 
4, Net railway operating income 1, 068, 245, 689 


Rate of return on investment (4 divided by 3) (percent) 4.16 









PROBLEMS OF THE RAILROADS 1251 


Clase I motor carriers, property, 1956 


1, Investment in carrier property__..______- $1, 903, 258, 991 
2. Less accrued depreciation and amortization__.._._..._____ 937, 135, 351 




















































3. Net investment 966, 123, 640 | 
4. Net motor carrier operating income__________________ 100, 649, 105 i 





Rate of return on investment (4 divided by 3) (percent) —-~___ 10. 4 





Regulated water carriers for 1596 (large carriers)’ 


1. Investment in carrier property_....-........-..-_2.4.u- $586, 550, 875 


2. Less accrued depreciation and amortization._______________ 193, 896, 040 | 
3. PSE AEP Sie, 2 la a I asc eain eronge pe 392, 653, 835 
4. Net waterline operating income____________________ Ladile 44, 506, 139 
Rate of return on investment, (4 divided by 3) (percent) ~-.--- 11.3 i] 


1 Excludes amounts for class C water carriers (those with operating revenues of less 
than $100,000 a year). 


Mr, Cumpe. Mr. Chairman, I will hurry through. 

Senator Smaruers. We are going awfully slow here. 

Mr. Cutipe. The next chart is similar to the one I just showed you. 
It shows the rate on steel billets from Huntington, W. Va., to Beau- 
mont; much lower than the movement for a longer distance and the 
rates that are charged from Detroit to Kokomo and Fort Worth and 
Longview, where there isn’t barge transportation. 

Senator Smaruers. I am trying to relate your testimony to my own 
terms, and I am having some difficulty. These charts demonstrate 
very conclusively that wherever there is competition between the rail- 
roads and water carriers, that the actual net result is to the consumers 
good in that prices are down, is that right ? 

Mr. Cute. Prices are down where the water carrier competes, but 
they are going up where he doesn’t. 

Senator Smatuers. You are in favor of competition where you 
people compete, but why don’t you want to give the railroads—what 
I don’t understand, the reverse side of the coin—give the railroads the 
opportunity to lower their rates possibly to compete with you even in 
other areas, or even to compete with the truckers, maybe, in some 
areas ¢ | 

Mr. Cure. I think the railroads should reduce their rates as far ; 
as they can afford to. But this chart illustrates what I have in mind, 
Mr. Chairman. Here is the rate on aluminum from the gulf to 
Chicago and St. Louis, where there is barge competition, which has 
been reduced more than 50 percent since the barges started operating. 
Whereas the rate on aluminum to interior points not served by barge— 
and I show Wichita, Kans., as an illustration—Wichita is nearer the 
gulf by a good many miles from St. Louis or Chicago. 

But Wichita has to pay a much higher rate on its aluminum by 
rail than Chicago or St. Louis, simply because when the railroads re- 
duced the rate to St. Louis and Chicago they didn’t make a corres- 
ponding reduction to Wichita. That means that any man in the light 
metals industry will find it more advantageous to locate his plant 
where the rate is low and the distance is long. So that the interior 
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points served only by rail lose their geographical advantage—near- 
ness to the gulf—and are deprived of what seems to me a fair oppor- 
tunity to compete for that kind of business and develop industry in 
competition with what seems to me to be an unduly depressed rate of 
the railroads where the barge enters the picture. 

My point is this: These are all complicated and involved situations, 
with lots of arguments on both sides. But I think we must have a 
fairminded competent body such as the Interstate Commerce Com- 
mission, to pass on the fairness of these things and to keep them in 
check, or it is going to be disastrous for the economy of this coun- 
try, not merely the carriers but the people who ship. They are the 
ones that I am concerned about. 

Senator Smaruers. Would you be in favor of a regulation which 
allowed the railroads, without approval of the ICC, to reduce any 
rates, but that they could not increase theirerates unless they first got 
approval of the ICC? 

Mr. Curirpr. No, sir, I would not. I have lived through periods, 
Mr. Chairman, when I have seen railroads cut rates down to as low as 
1 cent a bushel for a 500-mile haul on wheat, simply because they got 
into a rate war. I have seen so many of them, numerous cases where 
a railroad, to get business, will cut way below what anybody knows 
is cost, that I am not in favor of any such wide-open permission. 

Senator Lauscue. Mr. Childe, what is that town down at the base 
of that chart? 

Mr. Cutrpe. That is Chalmette, La. 

Senator Lauscue. You don’t have barge service to Wichita. 

Mr. Cuirpe. No, sir. 

Senator Lauscue. You do have it to Chicago? 

Mr. Cuinpe. Yes. 

Senator Lavuscue. What is the rate for carrying of the type of 
material that you have in mind on that chart from the town in Sent 
siana to Chicago by rail? Is it $13.26? 

Mr. Cuttpe. $13.26 a ton. 

Senator Lauscur. What is your charge per ton for the same type 
material ? 

Mr. Cure. The barge line charge? 

Senator Lauscue. Yes. 

Mr. Cuttpe. I can’t give you that offhand. But it is probably about 
90 percent or so of the rail rate. 

Senator Lauscue. Do you go into Davenport by barge? 

Mr. Cure. Barges go into Davenport; yes, sir. 

Senator Lauscuer. And by rail it is $15.24 per ton. By barge it 
would be how much, 90 percent also? 

Mr. Cure. This origin point is not on the river. The shipment 
moves by truck either to the river or hauled to Davenport, even on 
that combination truck-rail route, the rail rate has gone down to $13 
a ton = compared with say around $20 a ton before the competition 
started. 

ea Lauscue. What I would like to get is the rate which you 
charge. 

Mr. Curitpe. What the barge charges? 

Senator Lauscue. Yes. 

Mr. Curtpe. What the barge charges plus the truck I can’t give you 
offhand. But I can answer you in general that it is nearly always 








PROBLEMS OF THE RAILROADS 1253 


somewhat lower than the all-rail rate, and it is intended to be com- 
petitive considering the disabilities of the barge versus the railroad 
that Mr. Taylor talked about. 

The next chart on grain is one that Senator Schoeppel indicated he 
would be interested in having me explain. I will skip this magnesium 
chart. It is like the aluminum that I have been talking about. Here 
is a chart which shows the railroad rate on grain from Chicago to 
New Orleans, and St. Louis to New Orleans for export. That is 
barge competitive. From St. Louis, a distance of approximately 700 
miles by rail, the rate is 37 cents, from Chicago, about 900 miles, 4314 
cents. 

I have compared those rates with what it costs to move from the 
producing territory in the interior to the primary market where there 
isn’t any barge. Let me say that the rates from Chicago to St. Louis 
have been repeatedly reduced by the railroads since the barges started, 
and would have been reduced still further if the Interstate Commerce 
Commission had not intervened and put a stop to the reductions before 
they became ruinously low. 

T ake those rates as they are. While there are various complica- 
tions and sometimes the railroads charge a good deal less for the haul 
than I have indicated, that is the maximum they get along the river. 
Whereas if we go from a point, Bismarck, N. Dak., for example, to 
its primary market of Minneapolis, which is less than half the dis- 
tance from Chicago to New Orleans, the rate is 48 cents, higher than 
for the 900 miles Chicago to New Orleans. With respect to St. Louis 
I asked the rate men to give me some rates from the interior to St. 
Louis that would be comparable to the 37-cent rate from St. Louis to 


New Orleans—to give me a couple of points in Kansas and Oklahoma 

and see how far a 37-cent rate will buy transportation in the interior. 

They came back and said there aren’t any points in Kansas or Okla- 

hama that have as low a rate as 37 cents to St. Louis and Memphis, 

although the distance is less than 300 miles. a said that the 37- 
st 


cent rate will haul grain from Lamont, Mo., to St. Louis, or from 
Jacksonville, Ark., to Memphis, and that latter distance is only 133 
miles. 

That is what the railroad charges where they have no barge, for 133 
miles, and they charge the same 37 cents to go 700 miles along the 
river. 

I have mentioned the fact that wheat on the average is charged 139 
percent of the full cost. These rates along the river are around, some- 
times below, cost. But these rates from the interior producing points 
into the primary market that the farmer has to pay, run 180 percent 
to over 200 percent of the full cost. 

It is easy to see from this illustration how it is that the railroads are 
able to finance these below-cost rates along the river with the high 
rates in the interior. And it is also easy to see why the farmers are 
turning more and more to trucking of their grain to the primary mar- 
ket as their only way of escaping those very high charges. 

Senator Lauscue. Mr. Childe, is it your understanding th>t they 
are making or losing money in carrying the grain from New Orleans 
to Chicago at 431% cents? 

Mr. Cube. It isthe other way, Senator. It is from Chicago to New 
Orleans for export, and they are just about breaking even on it. 

21278—58—pt. 2—33 
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Senator Lauscue. Breaking even ! 

Mr. Cuupe. Yes, sir. 

But bear in mind, I am talking about what they want to do in the 
future. 

Senator Lauscue. What do you think they ought todo? Raise their 
rate on that Chicago to New Orleans segment? __ 

Mr. Cuitpr. They certainly should in my opinion. And if they did 
so, while there would be a little more business moving by barge, there 
would be a lot more profit in the railroad till at the end of the year by 
charging compensatory rates instead of hauling the traffic for nothing, 
or trading dollars as they do today. 

Senator Lauscue. I suppose they are charging only a break-even 
rate because they want to compete with the bargelines? 

Mr. Cuitpr. That is quite so. 

Senator Lauscue. And they are afraid that if they raise it to a reas- 
onable “sce they would lose that business to the barge lines? 

Mr. Cuitpe. Yes, sir. And it is my opinion against theirs as to who 
is right, I grant you. I merely say let the Interstate Commerce Com- 
mission have some control. 

T will go to the next chart, Mr. Chairman, and I am nearly through. 
I want to call your attention to a couple of instances where the Inter- 
state Commerce Commission itself has authorized and ordered water 
competitive rates which turn out to be below cost of transportation. 
Here is a case showing rates on blackstrap molasses—that is the resid- 
ual molasses used in livestock feeds and so forth, and many other uses— 
from New Orleans to Peoria. That rate, now 31 cents a hundred 
pounds, was reduced by the Interstate Commerce Commission at the 
request of the railroads somewhat more than 50 percent below what 
had previously been found to be the normal reasonable rate level for 
that commodity. 

Today this 31-cent rate is some eight and a fraction hundred pounds 
lower than what the Commission finds to be out-of-pocket cost. in that 
area. It issome 27 cents a hundred pounds lower than the full cost of 
the transportation. And it is some 39 cents a hundred pounds lower 
than the normal rate previously fixed by the Interstate Commerce 
Commission and which still applies in the inland area. 

Senator Lauscue. What does the normal rate envision? That is, 
full reimbursement for cost plus a reasonable profit ? 

Mr. Cuitpr. Yes, and what the traffic should bear enters into it, I 
believe, in the Commission’s figuring. 

Senator Lauscne. They are now charging what? 

Mr. Cuitpe. Thirty-one cents. 

Senator Lauscne. In order to get a reasonable profit and reim- 
bursement, what would they have to charge? 

Mr. Cuttpe. To get full cost, 58 cents. 

Senator Lauscue. That is full cost. Now profit on top of cost? 

Mr. Cutrpe. The full cost includes a 4 percent return, which I say 
is less than adequate, but it is that much. In order to get what the 
Commission considers normal, they would have to go up to 70 cents. 

Senator Lauscue. In order to get what ¢ 

Mr. Cuipe. In order to put that rate up to what is considered nor- 
mal for that commodity, outside of the water competition area, they 
would have to go to 70 cents, 
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Senator Lavuscue. What do you charge for carrying molasses? 

Mr. Curve. The water traffic has disappeared, Senator. There 
isn’t any. 

Senator Lauscue. There is no traffic on that. 

Mr. Cuirpe. It couldn’t stand the gaff. 
Senutor Lauscue. That is you couldn’t compete with the 61-cent 
rate ¢ 

Mr, Cuivre. That is right. I have oversimplified this somewhat 
because there is a long story connected with this. It is supposed to be a 
multiple-car movement and cost a little less, it is supposed to compete 
against private barges and a lot of things which I won’t take the time 
to go into. But nevertheless they were all considered by the Commis- 
sion and this is the way it came out. There isn’t any barge trans- 
portation. 


Senator Smaruers. Do you mean there isn’t any comparable tariff 
in barge transportation ? 

Mr. Cuitpr. To my knowledge, and I think I am up to date on it. 

Senator Lauscur. Why are they hauling at a cost that doesn’t 
bring them their out-of-pocket expense # 

Mr. Cuixpe. A railroad does that in order to get the traffic. And 
its way of thinking, Senator, is well, we can add this on to the train 
or we can haul it trainload; we will get by some way, and it is better 
to have the traffic than to lose it. 

Senator Smatuers. Now that they don’t have any competition 
there—— 


Mr. Cuitpe. If they don’t have competition, sure they would be 
charging a higher rate. 


Senator SMatuers. You say they don’t have competition, that 
the 

Mr. Cutroe. But the ICC has fixed that rate. They can’t raise it. 
They don’t want to, as a matter off act, because they fear if they would 
raise it the barges would come back. 

Senator Smaruers. In other words, it is the old story that if you 
are operating, as the fellow says, and losing 4 cents on each one of 
these items I am selling, and the other man said, “How do you make 
a profit?” he replied that I just sell a lot of them; is that the story ? 

Mr. Cuirpr. That is a very apt illustration, Senator. 

I give you these illustrations simply to show you how much truth 
there is in the contention that the Interstate Commerce Commission 
hasn’t been liberal enough in permitting the railroads to meet com- 
etition. It is my opinion that in many cases, such as this, they have 
een too liberal, too liberal for the good of the railroad and the coun- 
try. I see no benefit to the country or to the railroads or the other 
carriers in letting the bars down further. 

I have here one final illustration about this competitive rate busi- 
ness, which involves sugar from San Francisco to Chicago and inter- 
mediate points. I was in the case where these rates were fixed and I 
have a vivid recollection of what happened. 

The rate from San Francisco to Chicago for shipping sugar 2,258 
miles today, is $1.15 per hundred pounds, shown by this blue bar, 
whereas the full cost of the service is $1.25 per hundred pounds ac- 
cording to the ICC formula. But to the intermediate points, where 
there isn’t any water competition, the railroad maintained, with the 
authority of the Commission, higher rates than they do to Chicago. 
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So that to Omaha, 500 miles shorter, the rate is $1.28, considerably 
below the full cost; to Denver, which is only about half the distance, 
the rate is also $1.28, and you can see the wide difference between the 
rate and the full cost there. 

To Utah, Ogden, the rate is $1.20, and the full cost is only 51 cents. 
And even as far back as Massie, Nev., 294 miles from San Francisco, 
the $1.20 rate applies as compared with the $1.15 for the 2,260 miles 
to Chicago. 

I happened to live in Omaha at the time this was done, and I recall 
that a candy factory in Omaha, which was protesting, was forced b 
reason of this rate disadvantage to move with its employees to Chi- 
cago, 500 miles farther away, in order to get the low rate, although 
they protested vigorously that they ought to have at least as low a rate 
as Chicago for that shorter haul. We tried to get it for them. We 
couldn’t do it because Omaha wasn’t considered competitive. 

Senator Lauscur. What competition did the railroads have there? 

Mr. Cuiipe. At Chicago? 

Senator Lauscner. From San Francisco to Chicago. 

Mr. Cuivpe. It was sugar moving by water through the Panama 
Canal, and thence by barge from New Orleans to Chicago. 

Senator Lauscur. What was the cost of carrying it through the 
Panama Canal and by barge up the Mississippi ? 

Mr. Cutipe. The evidence showed that it was somewhat lower than 
what the Commission allowed the railroads to establish. There was 
a slight difference. 

Senator Lauscur. Could you tell what the volume of sugar de- 
livered to Chicago from San Francisco was, compared to the total 
volume delivered to the other four intermediate points? What I have 
in mind, was the main market in Chicago, did it excell all of the other 
four points? 

Mr. Cumpe. I can only say this: Chicago is the biggest consuming 
point and manufacturing point for sugar in the country. I doubt 
very much whether the volume at Chicago would exceed much the 
combined volume of all the intermediate territory. But I do know 
this: that because of these high rates in the far West there is very little 
manufacturing of sugar products as compared with the more ad- 
vantageous location of Chicago. 

Senator Lauscue. Is the sugar carried by any other means of trans- 
portation ? 

Mr. Cumpe. Not in any important degree. Asa matter of fact, this 
case involved a lot of interior points. I have oversimplified this, But 
beet sugar is made in Colorado and western Nebraska and Utah and 
Montana. All those beet sugar rates went down at the same time 
the San Francisco rate went down. So from Fort Collins, Colo., or 
Scotts Bluff, Nebr., to Omaha, the rate was actually higher than it 
was to Chicago. 

Senator Lauscue. At that intermediate standpoint, what is that, 
the middle one? 

Mr. Cutipr. Denver. 

Senator Lauscur. Can you tell what the cost was compared to the 
charge? The cost, out-of-pocket and otherwise to the railroad. Did 
they make a profit on the Denver delivery ? 

Mr.Curtrpr. Yes. The full cost is shown here. 
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Senator Smaruers. Eighty cents as against $1.28. That is 48 cents 
difference. 

Senator Lauscue. When did that take place? 

Mr. Cuivpe. That took place in the 1930’s, and I am giving you the 
rates as they have been increased since. 

Senator Lauscur. That is the present rate ? 

Mr. Curupe. These are the present rates that I have shown here. 

Senator Smaruers. Under the present law, the Commission has the 
authority, does it not, to make an aj ustment in those rates ? 

Mr. Cuixpe. It does. 

Senator Smarners. Those rates, in that particular example, the 
ICC obviously did not take into consideration the cost factor of trans- 
porting the particular items, did it? 

Mr. Cuixpe. I think they were persuaded at that time the railroads 
would get something over biatot packet costs to Chicago. That is 
my recollection of the evidence. 

Senator Smaruers. They obviously didn’t take into consideration 
the cost factor from San Francisco to Ogden, Utah, did they ? 

Mr. Cuixpe. They certainly did not. 

Senator Smaruers. They didn’t take it into consideration from 
San Francisco to Denver, did they ? 

Mr. Cuitpe. Except in this way, Mr. Chairman—— 

Senator SmarHers. Just answer my question. 

Mr. Cuupr. They did not except—I want to qualify my answer if 
I may by saying that in the early stages of this case the Commission 
said we cannot believe that the rate the railroads asked for to Chicago 
was reasonably compensatory since we have fixed in the intermediate 
territory higher, much higher rates for less than half the distance. 

But they changed their minds about that in the later stages after 
the barges came in. 

Senator Smatuers. The fact of the matter is, though, they did not 
fix the rates from San Francisco to intermediate points on a cost 
consideration, did they? Obviously they couldn’t. 

Mr. Cumbre. Obviously not. It was on what the traffic was sup- 
posed to be able to bear. 

Senator Smaruers. Under the present authority which they have, 
are they entitled to fix rates to specific points? Are they entitled 

to consider the cost factor, or are they supposed to consider the cost 
factor ? 

Mr. Cuitpr. I think the answer is yes to both of those. 

Senator Smaruers. Do you think that this Congress should direct 
the ICC in its making of rates to take into greater consideration the 
cost factor ? 

Mr. Cutie. I do, and I have made that suggestion at the close of 
my testimony, Mr. Chairman. I ventured to suggest the language 
which might do that. 

Senator Smatruers. In other words, if they had taken into consid- 
eration from San Francisco to Chicago the cost. factors of intermedi- 
ate points, then obviously the rate would have finally been highest at 
Chicago and would have been proportionately less as the trip became 
shorter ? 

Mr. Cuinpe. Yes, sir. 

Senator SmatrHers. Would that have been about the result ? 

Mr. Cuitpe. I think that is correct. 
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Senator Smarumrs. So it is true that in that case, this case that we 

wo aoe to here, they did not consider the cost factors? 
r. Cumtpz. Except—— 
_ Senator Smaruers. Except as it related to the overall trip? 

Mr. Cue. To the overall out-of-pocket cost to Chicago; that is 
correct. 

Senator Smatruers. You would be in favor of the Congress direct- 
ing the ICC in its consideration of these rate matters to consider the 
actual cost of operation from one specific point to any other specific 
point ; is that what you are saying? 

Mr. Cumpe. Yes, sir. I woah suggest that the cost of the service 
be given consideration in every disputed rate relationship case. 

Senator Smaruers. Why could not somebody go in today, who lives 
at Denver, and say, “Look at this anomalous situation where we have 
to pay $1.28 from San Francisco”—or whatever the unit is, “and in 
Chicago, which is some 700 hundred miles further, a thousand miles 
farther, they pay 3 cents less.” Do you not think the Commission 
would then be able to say obviously there is some inequity in that sit- 
uation, and do they not now have the authority to lower that rate? 

Mr. Curmpe. I think they might. I do not say the situation is 
— but I do say that we need the Commission for that kind of 
thing. 

Sechiie Lavscue. One more question. What is the distance from 
San Francisco to Chicago? 

Mr. Cure. 2,258 miles by rail shortline. 

Senator Lauscuz. What would be the distance from San Francisco 
down the Pacific through the Canal and then up the Mississippi? 

Mr, Cuttpz. I imagine somewhere around 6,000 miles. 

Senator Lauscue. You were able, by water, to carry it 6,000 miles 
at a cost less than they could do it by rail—even with a loss at Chicago 
for a distance of about 2,000 miles? 

Mr. Cute. That is right. The water route, as long as it was, was 
the cheaper. 

Senator Lauscue. If the rate to Chicago is increased, that would 
give the barge lines a still further margin in competition, would it 
not? 

Mr. Cuiipr. Assuming that their costs are relative to what they 
were then, yes. I have not studied the barge costs versus the ocean 
costs lately. 

Senator Lauscne. Hauling to Chicago at a loss still make their 
charges higher than that charged by water carriers? 

Mr. Cuinpe. That is true; an excellent illustration of how water 
transportation is cheaper, even though it is slower. 

In my statement, which I will not attempt to cover in view of the 
lateness of the hour—— 

Senator Lauscur. Mr. Childe, would not this very proposition 
which you have demonstrated here indicate that the water carriers 
ought to do something about reimbursing the Government for the 
facilities which are built especially for them? I do not have in mind 
incidental services by way of water control and irrigation, but those 
charges which can directly be connected to serving the water carriers 
on the inland navigable waters. 

Mr. Cumpe. If you make rates with the cost of transportation as 
a floor, so to speak, then the water carriers get along very well with 
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some kind of user charge. But one difficulty about it has been that 
the railroads and other advocates of user charges insist that they 
should be applied on the inland waterways only and not on the Great 
Lakes and not on the ocean. That would be an unfair competitive 
situation. If you apply user charges, apply them on all water uses, 
the thing will eventually work out all right, provided you do not have 
a cutthroat rate situation in the picture. 

I have, Mr. Chairman and gentlemen, in exhibit 11 attached to my 
statement, attempted to deal with the contention that the railroads 
have not done well under regulation. In that exhibit I have taken the 
railroad’s returns from the year 1890, which is as far back as the ICC 
records go, up to 1955, and I have shown what the railroads have 
earned; in addition to that I have shown at the right of the exhibit 
what steps were taken by Congress and the Commission, in all the 
changes that have taken place, to keep the railroads on a fair earning 
basis as protection from undue loss of profits. 

The exhibit shows that before regulation the railroads did not do 
nearly as well as they have done after regulation. It shows that when- 
ever the railroads have been in distress, Congress and the Commission 
both have come in with measures to relieve them, which I think makes 
a most impressive record of how you have kept regulation up-to-date 
and effective. I think the charge that regulation is outmoded is com- 
pletely erroneous. 

And as to its being monopolistic, you know, of course, that the 
highly unmonopolistic barge line and the unmonopolistic motor car- 
riers have been under regulation now for the last 15 to 20 years, and 
they have been doing very well under it, as you have pointed out, ex- 
cept for this rate war situation that we are concerned about now. 

Senator Lauscue. Would you mind describing the graph—the color 
and so on? 

Mr. Cute. I have on this chart shown on the basis of averages, the 
increases in rates which have been granted by the Interstate Com- 
merce Commission since 1947, as compared with the rates which the 
railroads have actually applied. The bars, starting here at 1948, go 
up to the year 1956. They show at the top the average carload rate 
per ton as the Interstate Commerce Commission’s waybill studies give 
it to us. 

Taking the 1948 rate of $5.19 a ton, which was the average—— 

Senator Lauscue. That is the authorized rate ? 

Mr. Cuinpe. That was the actual rate as shown by the Commission’s 
study of the waybills of that year, the actual average rate on all traffic 
for the United States in carloads—and applying the increases that 
were granted annually by the Commission since that time, this rate 
would have advanced to $5.62 for the year 1948. Actually, the aver- 
age rate the railroads charged that year was $5.38, which was pretty 
close. And so on, in 1950 the rate went up—authorized rate—to $5.75, 
the actual rate remaining at $5.39. And so on, year by year the Com- 
mission’s authorized increased rates averaged higher a higher above 
what the railroads have seen fit actually to charge. So that the peak 
average rate which the railroads received was in the year 1953, and 
that year they got $5.91 a ton as an average carload rate, although the 
Commission had authorized approximately $6.54. 

But you will notice since 1953 the railroads’ average rate, instead of 
going up, as authorized, has been going down. So that by 1955 the 
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actual average rate of the railroads was $5.66 a ton, which is over $1 
a ton less, or about a dollar a ton less than the ICC increases authorized. 
In 1956, $5.75 as against $6.84, over $1 a ton lower than the Commis- 
sion’s authorized rate, and the explanation is the growing number of 
selective rate reductions that the railroads have seen fit to make in 
their program of meeting competition. 

My point is this: It is my belief that if the railroads had taken the 
full increases authorized, even though they would have lost some traffic 
to other carriers, that the losses would have been insignificant com- 

ared with what the Commission authorized them, and they would be 

ar better off by letting a little of the traffic go to their competitors and 
charging the rates that the Commission said they may reasonably 
charge. But the more important point in my mind from the public 
standpoint is this: that all this time some traffic has been charged and 
is being charged the full increases which the Commission has author- 
ized. It is only the competitive traffic that has been going down, which 
pulls the total railroad earnings downward instead of upward. 

I think I have overstayed my time, and I will not attempt to go into 
detail as to the other charts. I will mention this next chart which 
shows that the generous, the very generous rate increases which the 
Commission has allowed on freight, notwithstanding this erosion that 
I have mentioned previously, have produced, in the late postwa” years, 
quite satisfactory earnings on freight. The reason the railroads’ earn- 
ings of recent years have been slipping so much is primarily on account 
of their passenger losses, not on account of the low freight rates. 

The chart shows for 1936-41 average, which is prewar, and for 1942- 
45 average, which is war, and for each year thereafter to and including 
1956, by the blue bars the net railway operating income on freight. 
The colored bars show the losses on passengers, and the black bars 
show the overall net operating income of the railroads. 

Turning to the recent postwar years, 1953—56—we do not have 1957 
as yet—you will notice that the blue bars, the railroads’ earnings on 
freight have gone up to higher peaks than they ever have been in 
history even during the war years. So that in 1953 the freight earn- 
ings reached $1,800 million, although the net overall was onl 
$1,100 million, because there was passenger loss that offset the high 
freight earnings to a large extent. Even in the years 1955 and 
1956, the earnings have been well above $1,700 million on freight, 
but the passenger losses, you see, have gone to the tremendous figure of 
nearly $700 million a year, which pulls the net for 1956 down between 
$1 billion and $1,100 million. 

The point is obvious that if the railroads would get rid of their 
extreme passenger losses—as I am happy to say they are trying to do 
now, although it has been a quite recent undertaking—they would 
be in pretty good condition. You talk about 814 or 11 percent or 
whatever it is that the barge lines were earning. The railroads would 
be earning about that much on their freight if they did not have this 
tremendous passenger loss to eat it away. 

There is only one other point I wish to make in closing, and that is 
that there are other and very remunerative ways in which the rail- 
roads could improve and economize through their own efforts, which 
it seems to me should be studied before we decide what ought to be 
done about this deteriorating railroad situation. 
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I have on this last chart attempted to give you an indication of 
what those opportunities are. I start with the reeommendations of the 
Federal Coordinator of Transportation in 1933 to 1935, who had a 
large staff of very able railroad men and economists to study the whole 
railroad situation, and got out some tremendously valuable and in- 
formative reports. In some of them he undertook to estimate the 
minimum saving that the railroads could make by certain changes 
and improvements. In other reports, which likewise indicated large 
savings, he did not state the figures. But taking where he states his 
figures, based on the depression 1933 prices and traffic, the total 
amounted to some $837 million. 

As a member of the Board of Investigation and Research, which 
was created by Congress in 1940, I had occasion to restudy those mat- 
ters. And since that time I have tried to keep more or less up to 
date on the present possibilities. I have shown in the right-hand 
column of this chart what I consider to be a conservative estimate of 
present-day opportunities of the railroads to help themselves, and the 
total there amounts to $2.7 billion per year. I realize this is not the 
time or place to go into that matter exhaustively. I present this to 
you in the hope that it will indicate to you that there may be much 

etter ways of dealing with the problem of inadequate railroad earn- 
ings than to authorize them to engage in a series of rate wars in an 
effort to kill off their competition. 

I venture at the close of my testimony to make two personal sug- 
gestions for the consideration of this committee, in addition to those 
which have already been put before you. One is that you consider 
an amendment to the National Transportation Policy, dealing with 
reasonable freight rates, preferences, and advantages, the following, 
so that it will read, after “reasonable charges for transportation with- 
out unjust discrimination, undue preferences, or advantages, etc.,” 
language as follows: “bearing a reasonable relationship to the cost 
of the service under economical and efficient management.” I think 
if that kind of a declaration were made by this Congress as a part 
of your National Transportation Policy, it would be helpful to the 
Commission in keeping these rates on an above-cost level. 

Mr. Barron. Pardon me, Do you mean their out-of-pocket costs 
or fully distributed costs ? 

Mr. Cuttpe. To my mind there is only one cost and that is the full 
cost. It necessarily could be considered under either angle. 

Second, I suggest considering the intricacy and complexity of all 
this, which I have had to oversimplify greatly here in order to present 
what I have to you, that there should be established under the aus- 
pieces of this committee and that of the similar committee of the 
House of Representatives, a group composed of representatives of all 
modes of transportation, together with Government bodies dealing 
with transportation, and possibly some business and public men of 
national reputation, which would undertake a thorough study of this 
national transportation system. I think it is due for a restudy and 
it should be studied by the men in the industry and the men directly 
dealing with it, and they should report directly to you the Congress 
what they consider to be most effective way of providing a coordinated 
national transportation system that will give all modes of transporta- 
tion an opportunity to supply efficient and economical transporta- 
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tion at a profit to them, of course, and at reasonable and nondiscrimina- 
tory charges to the public. 

I thank you very much for your patience. 

Senator Lauscue. Mr. Childe, would you include as a part of the 
gr made to that board or commission that would make the 
study, the responsibility of coming up with conclusions concerning 
the argument that is constantly in progress that some forms of trans- 
portation are being subsidized at the expense of other forms of trans- 
portation ? 

Mr. Cupe. I certainly would. I think that is a very important 
phase of it. 

Senator Lauscue. The Director of the Bureau of the Budget issued 
a bulletin directing the various agencies of the Government having 
jurisdiction in transportational matters to make such a study. I 
think it excluded the trucks. But you are of the opinion that the 
time has come when a complete study ought to be made? 

Mr. Curtpe. Yes, sir; that is my suggestion. 

Senator Lauscue. And that study ought to include also an analysis 
and a final determination of whether there is any truth to the charge 
that some methods of transportation are being subsidized at the ex- 
pense of others ? 

Mr. Curipe. I would include that, and I would include two other 
main phases, if I may suggest it to you. 

Senator Lauscue. Certainly. 

Mr. Cuitpe. One, the thing I have been talking about mostly here, 
and that is the rate structure of the railroads and its effect on carriers 
and public. 

Second, I would go into the matter of what the railroads can do for 
themselves to improve their earnings and their services. 

Third, I would go into the matter of what can be done to coordinate 
the various types of transportation so that each would do its job in a 
manner that it could do the best in the estimation of the user of the 
service. Let the transportation user have the opportunity to choose 
the type or the combination of types of transportation that he needs 
and wants, and let each carrier involved make a fair charge for what 
it does, and stop this business of warring among themselves, each car- 
rier trying to take business away from the other. Let them get into 
the business of working in a coordinated cooperative way, doing the 
public service that they are here todo. I think they would all prosper. 

I am sure that the railroads would enter a period of prosperity 
greater than they had ever had in their history, and I think they could 
do it without destroying or damaging any other form of transporta- 
tion. And above all, I want to emphasize the public interest in getting 
away from discriminatory rates. 

Senator Lauscnr. What would your position be concerning the 
remedy that ought to be adopted if, after a study had been made, such 
as is suggested by you, it was determined by a fair and impartial = 
proach that some forms of transportation are being subsidized at t 
expense of others? 

Mr. Cutipe. Of course, Congress would have to decide what to do. 
If you want my own opinion of it, I would tell you that I think it 
could be solved first by protecting the carriers against cutthroat com- 
petition ; second, let om form of transportation bear its full propor- 
tion of whatever it costs. But I also want to call attention to the fact 
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that it would have to be applied impartially, and the railroads them- 
selves would be paying a lot of user charges, and so would the ba 
lines, and perhaps the air carriers andsoon. Butif you apply it fairly 
to all alike, the problem could be solved. Of course—as My. Taylor 
said this morning—the public would have to choose whether it wants 
cheap transportation with a subsidy, or whether it wants to pay a little 
more for transportation and get rid of the subsidy. The thing has to 
be paid for one way or another. 

enator Lauscue. What is your position on the excise tax, on pas- 
sengers and freight ? 

Mr. Curitpe. If the country could stand the fiscal losses, I would 
say wipe them out. 

Senator Lauscne. I am in accord with that, that if we can stand 
the losses, we ought to eliminate them. 

Mr. Cutpr. That is my belief. Yes, sir. 

Senator Lauscnue. No. 2, the section 22 rates, about which there is 
some dispute concerning whether the Government is saving ena | or 
is losing money in accordance with what you have described as 
charges—the charges that it has to pay on explosives and military 
vehicles and so forth, what is your opinion? 

Mr. Cuitpr. I do not believe there is a great amount of public 
interest in that matter at all. I think it is a minor thing. ether 
you continue section 22 or do not continue it, it will not affect the 
railroads or any other form of transportation, or the public, very 
much. But I do say this, that if the Government rates are made the 
same as any other shipper’s rates, there is no reason why the Govern- 
ment should not pay the full rate. 

Senator Lauscue. No. 3, what is your opinion about the requests 
of the railroads that they be granted the right to engage in diversified 
carriage ? 

Mr. Cuixpe. I do not think that would be a good thing from the 
public standpoint. 

Senator Lauscur. May I have your reasons? 

Mr. Curve. Because the railroads are primarily interested in rail- 
roads. They have a tremendous investment in railroads. They are 
educated to run railroads. They need a lot more education before 
they can run them as a truly national system, instead of as individual 
segments. And consequently, their interest in the other types of 
transportation would be a minor one. Railroads already have gone 
into the trucking business more or less, as you know. They have not 
distinguished themselves there, either in efficiency or economy, in my 
opinion. How canthey? There interest is and should be in running 
a railroad. 

I believe that the public can get the best kind of trucking service 
from companies that are devoted to that business. I believe the same 
is true of water transportation. The men who are in that business 
exclusively will do a better job than those that have other types of 
transportation as well, if there were such. 

Senator Lauscue. Would your answer be the same if after the study 
was completed it was determined that some methods of transportation 
are being subsidized to a greater extent than others? 

Mr. Cure. I do not think the subsidy question should affect the 
result one way or the other. 
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Senator Lauscue. That is, it ought to be balanced off by an adjust- 
ment of subsidies ? 

Mr. Cumpe. No. I think, however, if the subsidy question were 
settled, it would still be unwise for a railroad to engage in all types 
of transportation or for the truckline to go into the barge line, or for 
a barge line into the trucking or railroad business. 

Senator Lauscue. There might be three remedies in that event. 

No. 1, to try and recoup the subsidies; is that correct? That is, I 
am just assuming. 

Mr. Curr. That is one problem. 

Senator Lauscue. No, 2, to give those which are not subsidized, sub- 
sidies to bring them on an equality with the ones that are. 

Mr. Cutxpe. I would not favor that. 

Senator Lauscue. Neither do I. I think we ought to quit it all 
together. That is my view. 

Mr. Cumxpr. I do not think that would be the answer at all, Senator, 
to give more subsidies. 

Senator Lauscue. No. 3, would be to give the railroads a subsidy 
unless you adopted these other two remedies. 

Mr. Cumpe. No. I would say that if you can persuade or force 
the railroads to get the cost of the service and a reasonable profit, 
that that would take care of their troubles in large part. 

So far as engaging in other forms of transport are concerned, 
there is a limited field for that. The railroads already have some 
trucking lines, for example, and they do not necessarily have to give 
them up as long as they are a minor part of the business which is 
supplemental to rail. But the problem of getting transportation serv- 
ice coordinated, it seems to me, can be taken care of by the establish- 
ment of routes, rates, and policies under which a railroad and a 
truckline, if you please, will engage in joint services, each of them 
making a profit, and the same with a barge line and a railroad, or a 
barge line and a truckline. That kind of coordination will be much 
better for the carrier and the public than the procedure of subsidizing 
or allowing unrestricted competition. 

Senator Lauscuz. What is your opinion about the railroads’ re- 
me that they be allowed to charge the minimum rate if they so 

etermine, providing that it makes a profit for them, and providing 
that it is not discriminatory in its services ? 

Mr. Cuirpe. If you would describe the word “discriminatory,” so 
that every shipper competing for that, whether located on the barge 
route or not—remember my chart about A to M and B to M—if you 
allow the railroads to make a lower rate from B to M because there was 
a barge line running in there, I would say the only way you can avoid 
discrimination is for that railroad to make lower rates also from A 
to M, which is just as competitive, although there is no barge there. 
The shipper from A to M, depending svlely on the railroad, can’t com- 
pete successfully. The railroad can’t develop the business successfully 
unless the B to M shipper has a rate competitive with the A to M 
shipper. That kind of discrimination is the thing which I think is 
the worst evil of the competitive situation today. 

Senator Lauscue. I don’t know whether we are thinking of the 
same subject. 

The railroads claim that because of their mode of transportation 
they could reduce their rate, make a profit, be nondiscriminatory in 
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the rendition of service, but they are not allowed to do it under the 
eee law which says that there must be maintained a reasonable 
alance among the four modes of transportation. 

Mr. Cuuipr. I flatly disagree with that statement. The railroads 
do have a full opportunity, as I see it, to make precisely the kind of 
rates you are talking about, and it is being done right now under 
the Interstate Commerce Commission’s regulations. I think when you 
get the Commission before you they will make that very clear. I 
hope so. 

Senator Lauscur. Now, one further question on another subject. 
You suggest the abandonment of much of their nonprofitable pas- 
senger service. 

Mr. Cuitpe. Yes, sir. 

Senator Lauscur. What would be the position of the public if the 
passenger service rendered by the railroads was abandoned and the 
air lines and the buses were the sole ones able to give it ? 

Mr. Cute. Plus the private automobile? 

Senator Lauscue. Plus the private automobile. 

Mr. Cuitpe. I think we would get along very well indeed. I don’t 
think all railroad passenger services need to be abandoned. Some 
of it can pay its way and make a profit. But the trains which are 
operating at a loss are that way because the public doesn’t need them, 
doesn’t patronize them. 

Senator Lauscue. I read in yesterday’s paper, I believe, about one 
of the railroads in Ohio wanting to abandon service from Cleveland 
to Cincinnati, and from Toledo to Cincinnati. All of the main cities 
along the route are vigorously protesting to the public Utilities Com- 
mission of Ohio that that service should not be abandoned. You do 
recognize the difficulty of solving that problem ? 

Mr. Curtpr. If there is a need for the service, Senator, there cer- 
tainly should be a way of providing it without an out-of-pocket loss. 
If those trains are running at a loss today, it is simply because people 
don’t use them. 

Senator Lauscur. They either ought to be run at a profit or the 
service should be given up? 

Mr. Cuizpe. That is true, yes, sir. 

Senator Lauscue. Now a final question: 

The railroads were here and described the modern type of equip- 
ment, the efforts that they were making to cure their own problem, 
and sort of boasted about what they did. The other carrier interests, 
including the barges, uniformly said that the railroads didn’t know 
how to run their business. That is about the way it appears to me. 
The outsiders are saying you don’t know how to run the business. 
The railroads are saying, “We have done everything we can, but 
under existing law and under the existing advantage in service we 
can’t survive.’ 

May I have your opinion in a nutshell about those two conflicting 
opinions ? 

Mr. Cuivpe. I take it that isa rather large nutshell. 

Senator Lauscue. You don’t need to answer that. You have covered 
it. 

Mr. Cuitpr. I think your study group, if you authorize one, could 
very well go into that. 
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Senator Lauscue. Thank you very much. You are ar very fair 
and objective witness. 

Mr. Cutrpe. Thank you. 

Mr. Barton. Mr. Childe, with regard to these nonprofit passenger 
trains, would you be in favor of having section 13 and other. sections 
of the Interstate Commerce Act amended in order to give the ICC 
jurisdiction over passenger service discontinuance. 

Mr. Cue. Yes, I think they should have more jurisdiction than 
they have now. The precise wording I wouldn’t suggest offhand. I 
think the State commissions have a proper place in investigating those 
matters. When it comes to a point where a State commission, under 
pressure as it always is, refuses to authorize an obviously unprofitable 
service discontinued, and if that injuriously affects interstate com- 
merce, then I see a place for the Federal authority to step in as it 
always has in interstate commerce matters and assume authority over 
the State finally. 

Mr. Barton. One final question. This study group that you pro- 
pose, I take it from what you said, would be under the jurisdiction of 
the Congress rather than the executive branch of the Government? 

Mr. Cums. I would favor that. 

Mr. Barton. Thank you, sir. 

Mr. Struble is the next witness. 

The chairman has called attention to the fact that he would like to 
have you give your statement in brief, summary form. 


STATEMENT OF L. P. STRUBLE, JR., PRESIDENT, UNION BARGE 
LINE CORP., PITTSBURGH, PA.. CHAIRMAN OF THE BOARD, 
AMERICAN COMMERCIAL BARGE LINE CO., JEFFERSONVILLE, 
IND., APPEARING FOR INLAND WATERWAYS COMMON CARRIERS 
ASSOCIATION 


Mr. Srrusite. Mr. Chairman, my name is L. P. Struble, Jr., and I 
am president of the Union Barge Line Corp. of Pittsburgh, Pa. 

I would like to go off the record if I may just for a few seconds to 
point out that this is a bad day for me. Not only did I come here as a 
substitute for Mr. Calhoun, but the previous speakers have about 
<a all of my thunder. So I will try to brief my statement as I go 
along. 

I do not want to repeat any of the testimony Mr. Taylor and Mr. 
Childe have given but I would like to emphasize that I associate my- 
self with what they have said. 

The dangers of the demand of the railroads for greater freedom in 
ratemaking have been described against a background of the useful 
role of the inland water transportation industry in our economy. 

It is my purpose to show the dangers of user charges on the water- 
ways and to point out what the entry of railroads into water trans- 
portation is likely to mean to the public. I shall then briefly sum- 
marize the areas in which we find ourselves in substantial agreement 
with the testimony given by the railroads. 

Prominent among the various methods by which the railroads hope 
to gain a competitive advantage is their strong plea for the imposi- 
tion of user charges on the inland waterways. I would like to draw 
your attention at this point to the statement filed this morning by Mr. 
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William J. Hull of the OVIA. It is dated March 3, and I think it was 
put in by Senator Cooper this morning. 

The user charge plan of the railroads, so often explored since the 
Nation was founded and so often abandoned, is obviously a punitive 
measure designed to handicap and damage barge transportation. 
Their claim is that waterway development is for the benefit of a few 
barge lines and a limited number of customers. 

In this they are flatly contradicted by the judgment of almost every 
President from George Washington to Dwight D. Eisenhower. “The 
well-being and strength of the Union” are the beneficiaries of the 
waterways, according to George Washington. Theodore Roosevelt 
named the Nation as a whole. Herbert Hoover said: 

They are not local in their benefits. They are universal in promoting the 
prosperity of the Nation. 

Franklin Roosevelt named the multitude of laborers, small-business 
men, homeowners, and farmers; Harry Truman, the national economy 
asa whole. Dwight Eisenhower in 1955 said waterways are a sustain- 
aL in times of threatening economic contraction. 

he truth is that low-cost barge transportation, the object of the 
railroad attack, is only one of the bestisen of a very much larger 
water-resources development program, as you will see from this ex- 
hibit I. We have a map here of some rivers, and we will detail to you 
the various benefits that river control bring about. 

Because the railroads have made such a point of user charges, I 
would like to describe first one benefit of water-resource development 
which is of perhaps greater interest to the railroads than to us, Our 
great rivers are the life-giving force of the mid-America half of the 
Nation. But they are also a destructive force as well. They do not 
always stay neatly within their boundaries. 

The construction program which is stabilizing the banks of our 
rivers and maintaining the levees is of very special benefit to the rail- 
roads. Literally millions of dollars in track maintenance cost are 
saved as a result. 

Would it be right to make a special charge to the railroads for the 
benefits they receive from bank stabilization and levee protection ? 
We do not think so. While there is special benefit to the railroads, 
their shippers over the Nation are the true beneficiaries and the gen- 
eral benefit of stabilization of banks and levees in protecting farms, 
factories, home, and highways along the river is in the general public 
interest. 

Similarly, a dam across the river serves to assure a more dependable 
water supply as well as provide a lock for river transportation. Barged 
coal for local powerplants added to hydroelectric power from the dam 
result in lower electric light bills for everyone. 

The benefits from flood control quickly pay back the investment. 
Investments for drought control, hydroelectric power, city water ae 
plies, sanitation for sewage disposal, industrial water supply, the 
latter a very important point, are all quickly repaid. The inland 
waterways have furnished or supplied shipyards for the national] de- 
fense. I think there are records available that will indicate that the 
inland waterways shipyards did a tremendous job in providing war- 
ships and defense vessels during World War IT. 

Then we also get into bank control and levees, which I would like to 
point out provide very direct benefits to the railroads. The levees 
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certainly insure that their right-of-way will not be flooded. I wonder, 
in this user charge proposal, whether they would propose that they 
pay a user charge for bank protection and levees, because certainly 
these items eliminate a lot of cost on their part. 

Then we get into irrigation and recreational benefits, which day by 
day are becoming more and more important. The same applies to fish 
and wildlife, flood control, and last, navigation and transportation. 

I would like to make a statement about the benefits of the rivers 
applying only to a few barge lines. It is my contention that the barge 
lines are merely a vehicle in the distribution of goods in this country, 
and they are not being benefited by river improvements. The river 
improvements enable the barge lines to handle transportation at a low 
cost, and the shippers and the receivers throughout the country and 
the public at large are the actual beneficiaries of these waterways im- 
provements. 

Mr. Barton. Mr. Struble, at that point—the barge lines do make 
a sizable or fair profit from their operations do they not? 

Mr. Srrvuste. I would say we make a profit. The figures that Sen- 
ator Lausche recited I have not seen. I know that according to the 
way we keep our accounts, and the way we report to the Internal 
Revenue Department and our own company, 11 percent return on in- 
vestment is extremely high. I wish we were making that much. 

Mr. Barton. To the extent that you make a return, you do benefit 
by these expenditures. 

Mr. Srruste. We area private enterprise. To exist we have to make 
a profit to stay in business. But I don’t think that we are benefiting 
beyond a reasonable amount, if you want to take it from that angle. 

Senator Lauscue. Might I say at this point for the record that there 
are many industries earning more than 12 percent. I pointed out once 
before, drugs and medicines are earning 22.4 percent; aircraft and 
parts, 21.6 percent ; and mining and quarrying, 21.6 percent. 

Somewhere in this table which I have here is a statement on public 
utilities, and I think they are up above 12 percent. When I mentioned 
your figure, I merely wanted it in the record, and I think from the 
standpoint of comparing barge lines, airlines, railroads, trucks, those 
figures are significant. 

Mr. Srrvusie. Our officials would like to make a lot more than 11 
percent; but to date we haven’t been successful in approaching it. 

I would also like to inject in the testimony that the railroads do not 
have an exclusive license on a depreciating business situation. I think 
that the barge lines—and I speak particularly for my own company— 
I am not so sure but what we have suffered more in the latest dropoff 
in business than the railroads have on the general average. I think 
we are feeling it just as much or maybe more than the railroads are. 

Mr. Childe sade one statement about user charges, and that is that 
if a user charge plan goes into effect, that you would have to charge 
or put user charges on the Great Lakes and on the seaports. I think 
that is almost an impossible situation, because of our entanglements 
with foreign commerce. 

On the other hand, I do want to point out that I think it is not only 
extremely unfair but it would be unconstitutional to put user charges 
on commerce that comes into certain river ports and leave similar com- 
merce free of any user charges or tolls in other places. 
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Thus, the main problem of user charges is simply this: If you start 
to charge for the various benefits of Federal investment in water 
resource development, where do you stop! Inevitably, by any sort 
of logic you end up laying a charge on all the beneficiaries. You 
quickly find yourself attempting to charge the general public directly 
or indirectly. Certainly, if you are going to charge the inland wa- 
terways, you must charge the commerce on the Great Lakes and the 
seaports. It is obvious that the dislocation in competitive position 
among the ports of New Orleans, Houston, New York, and Baltimore, 
to mention only four, would be considerable. How much further do 
you go? Do you assess cities for their dependable water supply and 
flood protection? Do the millions of pleasure boat operators also 
share in the cost of waterway development ? 

When you have finished devising a way of charging all the bene- 
ficiaries equitably, you find that this major change in national policy 
cannot be accomplished without a constitutional amendment. For 
the Constitution itself requires that no preference shall be given by 
any regulation of commerce or revenue to the ports of one State over 
those of another. Not only is the question of free waterways writ- 
ten into the Constitution, but the Congress has many times confirmed 
the original promise of free waterways made in the Northwest ordi- 
nance of 1789 which stipulated that the waterways of the West were 
to be forever free of tolls and user charges. 

The railroads, of course, do not recognize these important legal 
and constitutional problems. Their objective is a narrow one. They 
propose user charges for the sole purpose of helping themselves. 
They demand that the waterway operators be singled out for special 
charges to handicap them against a competing commercial operation. 
It is this theory I would like to discuss. 

If the objective of user charges, then, is to handicap the waterway 
operators for the benefit of the railroads, it is important to ascertain 
whether such a handicap really would help the rails gain more traffic 
and more net revenue. Suppose all the traffic were removed from the 
river. Would it goto the railroads? The answer is “No.” 

Petroleum amounts to about one-third of the river traffic and I 
doubt very much if any of that petroleum traffic would go to the rails 
if the user charges put the petroleum movement off the rivers. 

The same remarks apply to coal. I am familiar with coal trans- 
portation in the Pittsburgh area, for example. When coal moves 
down the rivers by barge, a good many mines don’t even have any 
railroad sidings at their tipple. It is inconceivable that the rails can 
expect to get that coal if user charges would make river transporta- 
tion uneconomical. 

Most of the petroleum transported by river is not competitive with 
the railroads at all. In previous testimony in 1955 before the House 
Government Operations Committee, Paul G. Blazer, chairman of the 
board of directors of Ashland Oil & Refining Co., of Ashland, Ky., 
made this point very clearly. I would like to quote from what he 
said: 

When people talk about river transportation taking business away from rail- 
roads, I have sometimes surprised them by telling them that the larger aspects 
of the petroleum business are not susceptible to rail transportation under any 


conditions. I have illustrated it by saying that we have a refinery 10 miles 
from Ashland. It costs us more to bring gasoline that 10 miles, either by truck 
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or rail, into Ashland than to move it by barge to any point on the nine-hundred- 
and-eighty-odd mile stretch of the Ohio River. 

River transportation of coal in many areas is not competitive with 
railroads. Certain large movements are not even accessible to rail. 
In addition, new technological developments in the efficiency of trans- 
mission of power by wire is greatly influencing the economy of the 
power business. The elimination of barges might result in the con- 
struction of new powerplants nearer to coal mines. In certain areas, 
the higher rail rates would mean the closing down of coal mines al- 
together. Other fuels would be used instead. Sand and gravel will 
not travel far by rail. As it is marketed through river transportation, 
it would not be diverted to the railroads. Supplies would be found 
closer to home. 

The point, I think, is obvious. A very large proportion of river 
traffic cannot be diverted to the rails under any circumstances. 

The second part of this story is related. The revenues of the barge 
lines—speaking for the common carrier barge lines—are so small that 
if the railroads were to get all of them, it would make little differ- 
ence. The most recent rail rate increase of 2 percent is reported to 
have resulted in an increase in about $180 million in gross revenue to 
the railroads. I cite Mr. Taylor’s testimony that the total revenue of 
the members of the Inland Waterways Common Carrier Association 
last year was about $90 million. 

I think it is also a matter of record that the railroads that do busi- 
ness paralleling the rivers have a better revenue situation than does the 
general average of the rail industry. 

Senator Lauscux. That is because they pick up other types of traf- 
fic generated by the factories along the river ? 

Mr. Srrusiz. That is correct. Generally the barges haul bulk raw 
materials to factories located along the riverbanks, and the finished 
products are hauled away by the rails. 

There is another facet that I think bears examination. The elimi- 
nation of barge transportation would not do the railroads much good. 
Does the existence of barge transportation do them much harm? If 
barge competition seriously damages the railroads, it is logical to as- 
sume it would damage most the railroads paralleling the rivers. As 
other studies before you, particularly the OVIA studies previously 
referred to, will amply demonstrate, the river competitive railroads 
are doing better than the industry average. 

It is the power of the benefits of water resource development to 
attract industry that accounts for the health of the river-competitive 
railroads. Low-cost barge transportation, one of the benefits of river 
development, hauls the commodities it can best carry; the railroads 
haul away the higher priced manufactured products and both modes 
benefit. 

It is selfish and shortsighted of the railroads to attempt to handicap 
the river transport industry. But beyond that, serious damage to the 
barge industry would open a Pandora’s box of problems for industry 
throughout the Nation. 

Literally billions of dollars have been spent by industry in con- 
structing plants along the rivers with the expectation of low transpor- 
tation cost, due to the fact that as a matter or history the rivers have 
remained free for commerce. To impose user charges on the rivers 
would in turn increase the cost of transportation to those companies 
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and could very seriously dislocate their markets and their transporta- 
tion routes so that even their factories would have to be moved in order 
to compete as they had before. 

Not only is this a matter that would be serious for the industry in- 
volved, but think of the citizens of the communities in which those 
factories were located and the upsetting effect these business dislo- 
cations would have. 

We do know that the imposition of charges could affect employment 
among miners in West Virginia, Kentucky, and southern Lllinois. 
Steel workers would be affected, not only in my State of Pennsylvania 
but in your State of Ohio. Everyone’s light bill in the Midwest would 
goup. Farmers would get less for their grain. 

Even a small increase per ton-mile can reverse whole trends in in- 
dustrial planning and growth. The effect of these charges in dislocat- 
ing the present delicate balance of competition might well be 
enormous. 

Any attempt to recover a small part of the cost of the development 
of water resources by a tax on the inland waterways must result in a 
decrease in the volume of the commodities carried. This in turn will 
mean that the charges, whatever they are, will have to be spread over 
less traffic and will consequently be heavier to bear. Inevitably, more 
traffic will be lost to the waterways until, with snowballing effect, the 
traffic on the rivers gets smaller and smaller. 

The proposal that the railroads be allowed to enter the business of 
competing modes of transportation is also most disturbing to us. 
They have said that they want to offer an integrated service to the 
public including rail, bus, airline, truck, and inland water transporta- 
be is this integrated service likely to provide better service to the 

ublic ? 
. Today the shipper has a number of choices of competing modes of 
transportation. He can ship by railroad or truck or barge or air de- 
pending on his advantage. 

The temptation of the operator of an integrated service to blur the 
inherent advantage of the various modes would be irresistible. Man- 
ipulation of rates and quality of service would be inevitable. The 
shipper would end up without much choice. 

It takes no great clairvoyance to see that an integrated operation 
could quickly eliminate the independent operator. How could any 
independent match such service? It would not be many years before 
the integrated service could degenerate into a monopoly. 

The dangers of this are already well reccgnized in public policy. 
It is widely conceded that an expert in one mode of transportation 
will not necessarily have the incentive or the imagination to develop 
another simultaneously. 

It is also commonsense that a business will always follow the in- 
terest of its major investment. Consider the size of the railroads who 
would be likely to go into the Mississippi River business. The Gulf 
Mobile & Ohio, the Illinois Central, the Missouri Pacific, the Louis- 
ville & Nashville and the Southern Railway System all parellel in part 
the Mississippi River system. In 1956, they had combined operating 
revenues of $1,231,638,000. In the same year, the members of this 
organization had combined operating revenues of about $90 million, 
or 14, the size of the potential competitor. Obviously, this would be 
no contest. 
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We do agree with the railroads that the excise tax on for-hire trans- 
portation be repealed. Your committee has already introduced a bill 
on this subject and you can be sure of our full support. 

Certainly repeal would be a big step in the direction of removing 
the incentive of pseudoprivate carriers in the waterway and truck- 
ing oe We agree with the railroads that they should be dis- 
couraged. 

We find ourselves in sympathy, too, with much that the railroads 
have to say about the double standard of regulation. We believe that. 
common carriers generally and therefore the underlying transporta- 
tion system of the country would benefit by a decrease in exemption 
from regulation, including that applying to the transportation of dry 
bulk commodities by water. 

We agree that the railroads should have the right to discontinue un- 
profitable services and would like to see the Interstate Commerce Com- 
mission given jurisdiction over discontinuance and consolidation of 
services where interstate commerce is affected. 

We believe the problem of replacement and retirement of equipment 
and the financing of continuing improvement in facilities is a difficult 
one for all common carriers. A towboat bought 10 years ago for 
$350,000 may well cost over $1 million to replace today and no ordi- 
nary depreciation plan can take care of this kind of price increase. A 
barge costing $10,000 before World War II is probably upwards of 
$40,000 in cost today. If tax relief is to be extended to the railroads 
for the purpose of facilitating new equipment purchases, the same 
relief should be extended to common carriers in other modes of trans- 
portation. 

We have no objection to the Government pooling off transportation 
equipment for defense purposes including our boats and barges. 

The railroads have made much of the fact that they are carrying 
slightly less than half of the intercity freight in the Nation. I seri- 
ously doubt whether this means disaster to them. Better ways of 
doing the transportation job have been invented and the clock cannot 
be turned back. Nor is there any cause for alarm for the railroads. 
as long as the Nation continues to expand. If this expansion is to be 
properly served there is enough traffic for everyone. 

Pipelines, ships, trucks and barges have to a very large extent de- 
veloped their own traffic, much of it noncompetitive with the railroads. 

ater transportation has again become one of the essential modes. 
The railroads can be helped and can help themselves, but it need not 
and should not be at the expense of essential competing modes of 
transportation. 

I thank you very much. 

Senator Lauscue. Mr. Struble, on this chart on the board you point 
out twelve types of major benefits which flow to different segments of 
the economy through these improvements which we make on navi- 
gable streams. 

Mr. Srruste. Yes, sir. 

Senator Lauscue. And it is for that reason that you feel that any 
thought of charging the barge carriers would lead to confusion ? 

r. Srrusie. I think definitely any charge to barge carriers on our 
rivers would lead to confusion and be very upsetting to the national 
economy. 
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Senator Lauscue. Do you take that position even to that part of 
the expenditures made which can be directly tied to the barge carriers? 

Mr. Srruste. I think that I have to take that position, yes. There 
are many, many factors to the question, and I don’t think you can 
answer “Yes” or “No” to a question like that. 

Senator Lauscue. One of the witnesses here about 3 weeks ago 
pointed out a lock which was being built and maintained and usable 
only by the barge carriers. He put the question : “How can you justi- 
fy building the lock and maintaining it, without trying to recoup a 
part of those expenses?” What answer would you give to that 
question ? 

Mr. Srrusie. I gave one answer that industry, and as a matter of 
fact, citiies, have been founded on the river banks on the basis that 
river transportation, that rivers would remain free of tolls. That 
goes back a good many years. 

I think the most honest answer I can give to you, Mr. Senator, is 
that being in the waterways transportation business I am interested 
in keeping our costs to a minimum so that we can furnish the public 
with the lowest. possible rates. I think the matter of whether tolls 
should be placed on the river is not a question for me to properly 
answer. I think it is up to the Congress and the people themselves 
to answer that question. 

Mr. Barron. Senator Lausche, we have a letter here from the Inter- 
state Commerce Commission in response to an oral inquiry made of 
them earlier today. The letter is from Mr. Howard Freas, Chairman, 
to me, and I quote: 

In compliance with your request to furnish the committee with the rate of 
return for water carriers subject to regulation by the Interstate Commerce 


Commission, you are advised that the following figures were furnished by the 
Bureau of Transport Economics and Statistics: 


Regulated water carriers for 1956 


1., Jnvestipent. om: Garrier. proberty t+ kei eae $586, 550, 875 
2. Less accrued depreciation and amortization_._..._.__._..._______ 193, 897, 040 
Si RIE I isis tiie ee ea te a hte is 392, 653, 835 
4; ‘Bint tilcowie efter teen. ai ed ee: 49, 938, 987 


Rate of return on investment—12.7 percent. 

If the investment figure without the deduction of depreciation and amortiza- 
tion is used, the percentage is 8.5. These figures exclude amounts for class C 
water carriers (those with operating revenues of less than $100,000 a year) for 
which data are not tabulated. 

I hope the above information will fulfill your needs. If it does not, feel free 
to call upon us. 


Senator Lauscue. I would like to read this: 


If the investment figure without the deduction for depreciation and amortiza- 
tion is used, the percentage is 8.5. 

This would mean to me that if you exclude the figure of $193,897,- 
040 from the total investment of $586,550,875, then the rate of return 
is 8.5 percent. Is that correct? 

Mr. Barron. That is correct. 

Senator Lauscue. That is, it is 8.5 percent on an investment base of 
$586,550,875, and it is 12.7 percent on a base of $392,653,835. 

May I suggest to the staff that we get similar letters on each mode 
of transportation and put them in sequence in the record. 
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Mr. Barton. I shall ask the Commission for the figures, Senator. 

(The figures supplied by the Interstate Commerce Commission pur- 
suant to this request are contained in the Chairman’s letter of March 
27 which appears previously in the transcript. ) 

Mr. Barron. The American Waterways Operators, Inc., Mr. A. C. 
Ingersoll and Mr. Donald Macleay. 

Captain Ingersoll, will you begin your testimony, please ? 

Mr. Incersott. Senator Lausche, Mr. Barton, I believe you have a 
copy of my prepared statement, and I trust it will be included in the 
record. I will save your time by just summarizing the gist of what I 
had to say. 

Senator Lauscue (presiding). It will be included in the record. 


STATEMENT OF A. C. INGERSOLL, JR., CHAIRMAN OF THE BOARD, 
THE AMERICAN WATERWAYS OPERATORS, INC., WASHINGTON, 
D. C. 


Mr. Incersotu. My name is A. C. Ingersoll, Jr., I am chairman of 
the board of the American Waterways Operators, Inc., which is an 
educational, nonprofit trade association representing operators of 
barges and towboats, tugs, and shallow-draft tankers on the rivers, 
canals, intracoastal waterways, and in the harbors of the United 
States, the builders and repairers of this equipment, and terminal op- 
erators along the inland waterways. More than 200 companies have 
membership in the association, which has its principal office located at 
1025 Connecticut Avenue in Washington, D. C., and which has field 
offices in New York and New Orleans. 

In addition to being chairman of the board of the American Water- 
ways Operators, Inc., I am president of Federal Barge Lines, Inc., a 
privately owned operator of towing vessels and barges with operating 
rights on the Mississippi River system, the Missouri River, the Ili- 
nois Waterway, portions of the Gulf Intracoastal Waterway, and the 
Warrior-Tombigbee Waterway. The principal offices of Federal 
ane Lines, Inc., are located at 611 East Marceau Street, St. Louis, 
2 oO. 

IT am a graduate of the New York State Merchant Marine Academy 
and have been associated with transportation on the inland water- 
ways for almost all of my business life, having served in the opera- 
tion of the vessels themselves as well as in executive positions. My 
experience includes a 5-year period when I was president of Federal 
Barge Lines at the time it was a part of the Inland Waterways Cor- 
poration operating as an enterprise of the Federal Government. 

I was chairman of the Manpower Subcommittee of the Inland 
Waterways Advisory Committee to the Office of Defense Transporta- 
tion in 1944-45; director of the Inland Waterways Section of the 
Transportation Division of the United States Strategic Bombing 
Survey in Germany for a period during World War IT; and Deputy 
Director of the Transportation Division of the United States Strategic 
Bombing Survey in Japan in 1945-56. I have also served in the 
capacity of general traffic manager for barge and towboat operating 
companies. My experience in waterway transportation covers work 
with companies operating on the Ohio, Mississippi, Illinois, Missouri, 
Tennessee, Kanawha, and Monongahela Rivers. 
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I am appearing before this subcommittee today principally in my 
capacity as chairman of the board of the American Waterways Oper- 
ators, Inc., which I shall refer to hereafter as AWO or the associ- 
ation. My interest in appearing as a witness in these hearings looking 
into the deteriorating railroad situation and its effect on the national 
transportation policy is occasioned because of the inland waterways 
industry’s interest. in a series of proposals which have been presented 
to the subcommittee by railroad witnesses, 

Some of these proposals the American Waterways Operators sup- 
port in the interest of promotion a strong national] transportation 
policy and a strong system of carriers, and some we oppose because 
we believe they are not in the best interest of promoting a sound na- 
tional transportation policy and a strong system of carriers and 
further because we believe they are directly opposed to the public 
interest. In the course of my testimony I shall touch briefly on the 
proposals the association supports or opposes and direct my testimony 
specifically to the ratemaking proposals which the railroads have made 
in their testimony before this subcommittee, 

Before going into this direct testimony on the proposals which 
have been laid before the subcommittee for consideration however, 
I would like to present to the subcommittee a brief background state- 
ment on the inland waterways industry in order to qualify as spokes- 
man of the American Waterways Operators, Inc., as a witness for an 
industry deserving of consideration at these hearings. 

The United States has a network of approximately 29,000 miles 
of navigable inland river, canal, and intracoastal waterway channels, 
exclusive of the Great Lakes. About half of these channels have an 
operating depth of 9 feet or more, which is considered standard in 
this country for the movement of commerce in barges and shallow- 
draft tankers. There are approximately 1,700 operators of towboats, 
barges, tugs, and shallow-draft tankers. 

These companies operate 4,312 towing vessels, 12,545 dry-cargo 
barges and scows, and 2,212 tank barges with an aggregate cargo- 
carrying capacity of approximately 12,996,564 tons. They employ 
some 65,000 operating personnel, From these figures we can readily 
ascertain that the barge and towing-vessel industry is largely made up 
of small-business men, inasmuch as each of the 1,700 operators of 
equipment has an average of slightly less than 11 pieces of equip- 
ment, not enough per operator to make up one of the standard large 
tows operating in daily service on the principal waterways. In spite 
of the fact that our industry is made up of small, highly diversified 
operators whose operations are individualistic in nature, the industry 
as a whole has proven itself to be a reliable, safe, economical mode of 
transportation which in 1956 attracted 8.1 percent of the total inter- 
city freight traffic in the United States. When we compare that with 
the 3.5 percent of the total intercity freight traffic which the barges, 
towboats, and shallow-draft tankers handled in 1947, we get an idea 
of the tremendous attraction which the waterways industry has shown 
for commerce in the last 10 years. 

Actually, the inland waterways transportation industry in its pres- 
ent form first demonstrated its ability as the low-cost carrier of bulk 
commodities during World War II when it rendered outstanding 
service particularly in the carriage of petroleum products over the 
protected inland waterways when Nazi submarines were throttling 
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our domestic lifeline by sinking our offshore tankers. In the war 
years from December 1941 to August 15, 1945, barges carried 1,731,- 
030,485 barrels of petroleum suschts in addition to handling large 
quantities of coal, ores, iron and steel products. 

During the war years the shipyards which had been built along the 
inland waterways to serve water carrier operations turned their facil- 
ities and their talents to the building of war vessels and produced 
3,943 vessels, 146 drydocks, 43,744 tons of sections of ships, and 500 
tons of prefabricated sectional bulkheads. These inland-built war 
vessels, including submarines, went to sea over the inland channels, 
propelled by the same towboats that now move our domestic com- 
merce. Many of the vessel sections which were built inland went to 
our — shipyards aboard barges propelled by these same towing 
vessels. 

The record established by the inland waterways transportation in- 
dustry during the war years has been translated in the 10-year post- 
war period into providing a transportation industry geared specifically 
to hauling the raw materials of industry at the most economical price 
afforded by any mode of transportation in the United States. 

Our cargoes are made up principally of coal, petroleum and petro- 
leum products, grain and grain products, building materials, ores, iron 
and steel products, and chemicals. Our cargoes are the essential raw 
materials of industry, essential to our manufacturing processes. But 
they are of low value within themselves, mostly move in bulk, and 
therefore they command the lowest transportation rates of any group 
of commodities moving within this country. The barge and towing 
vessel industry has demonstrated its ability to handle these cargoes 
efficiently and economically and consequently is attracting an increas- 
ing share of this portion of the transportation load. 

This is a very brief recital of the background of the industry that 
I represent in my testimony before this subcommittee. It may 
of interest to the subcommittee for me to add one other facet of the 
story. The towing vessels employed on the inland waterways are 
almost all diesel powered. They range from vessels with propulsion 
power of 500 horsepower to others with 6,000 horsepower. They are 
each a specifically built powerplant designed to handle particular 
loads under the very exacting operating conditions imposed by the 
great variety of channel conditions which are encountered on our 
various waterways. These boats are equipped with living quarters 
for the crews, the necessary power and arrangements of screws and 
rudders to enable them to handle their designed loads, which in some 
cases range up to as many as 25 barges each with a cargo capacity of 
500 to 3,000 tons each, and radar to permit them to operate around 
the clock in all kinds of weather. Many of the barges are specifically 
designed for efficient economical handling of special cargoes such as 
highly corrosive acids, molten sulfur, hot asphalt, as well as chemical 
cargoes that must be transported under pressure. 

The operators of this equipment, as well as the shippers and re- 
ceivers of commerce who employ inland waterways transportation, 
have a vital stake in the transportation policy of the United States 
and we address ourselves to the proposals which this subcommittee has 
under consideration in the light of the services which we perform in 
the public interest as one of the vital modes of transportation in 
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this country. We are concerned with the continued welfare of the 
railroad industry; a very large proportion of our traffic is moved 
to or from the river by rail. We are also competitive with the rail- 
roads as to a portion of our traffic, less than $200 million worth a 
year. This amounts to about a third of our business, but in dollar 
volume it is less than 2 percent of the revenue of the rail industry. 

The railroad industry is in trouble, and their troubles are our 
troubles. Disaster in the railroad industry would be disastrous to 
us, too. Our future in the barge industry is bound up in the future of 
the transportation industry generally, and of the railroads in par- 
ticular. We urge you to give sympathetic consideration to every 
measure, every expedient you can devise to smooth the rocky road 
ahead of the railroads and make it easier for them to adjust to their 
proper future role as privately owned and operated transportation 
agencies, offering an attractive rail service—at a reasonable and 
remunerative price—to that segment of the public for whom rail serv- 
ice is the most efficient form of transportation. 

We believe there are many ways you can help the railroads without 
impairing the health and vigor of other forms of transportation, and 
we urge that you give strong support to such proposals. 

At this point I would like to express our approval of the statement 
of Guy Rutland, Jr., president of the American Trucking Associa- 
tions, as presented to this committee on February 17, 1958, and to en- 
dorse his views as to the railroad proposals now before you. 

A principal rail recommendation is that the Interstate Commerce 
Commission be given jurisdiction in the field of discontinuance or con- 
solidation of rail service. We strongly support that proposal. In 
the present intensely competitive transportation industry, when rail 
ratemaking can no longer be based primarily on ability to pay, the 
rails should not be required to carry the burden of unprofitable 
services. 

The railroads have urged various forms of tax relief, particularly 
in the area of depreciation rates, retirement of facilities, and reserves 
for new construction. As a general proposition we urge that careful 
and sympathetic consideration be given to such requests. The rail- 
roads bear a heavy burden of taxation and we urge you to give con- 
sideration to how this burden can be lightened in such a fashion as 
to facilitate the solution of their difficult equipment problems. 

One particular form of tax relief the railroads urge is endorsed 
unanimously by all carriers and shippers alike: the repeal of the 
transportation excise tax. While this tax is paid by the traffic rather 
than the carrier, it acts as a deterrent to transportation and reduces 
the total demand for transportation. Worse, this tax tends to divert 
traffic from the essential for hire carrier systems to private transporta- 
tion. We heartily endorse the recommendation for the repeal of this 
tax. 

The railroads refer to certain areas of unregulated competition as 
being unfair and needing remedial legislation. 

The growing practice of “buy and sell” transportation by truck 
to evade rate regulation invites a remedy. The efforts of the Inter- 
state Commerce Commission to police these practices should be sup- 
ported—by increased appropriation for enforcement personnel, or by 
amendment to the law, as may be found necessary. 
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As to the agricultural exemption from truck regulation, we share 
the general agreement that there should be a clear-cut definition of 
this exemption. 

Some railroad witnesses have deplored the existence of unregulated 
water competition. In this connection we respectfully suggest that 
the degree to which unregulated water transportation is competitive 
with rail transport is very greatly exaggerated. That the competitive 
problems brought about by the exemptions enjoyed by certain kinds 
of water transportation are severe cannot be denied, but the railroad 
stake in these issues is superficial. These problems are problems with- 
in the barge industry. While our association is not unanimous in its 
feelings on this subject, our official policy is in oppositon to repeal of 
the exemptions. I respectfully urge the committee to leave it to the 
barge industry to work out its own solutions. 

Two proposals have been advanced that would have the Govern- 
ment participate directly in the financing or ownership of rail equip- 
ment. One suggestion would have a pool of rail equipment built as a 
defense measure and leased to the carriers. If such a program were 
to be advocated and budgeted by the Armed Forces, its merits could 
then be debated in the proper context. 

Another widely discussed proposal would have the Government 
create a new agency specifically for the purpose cf financing rail equip- 
ment. The barge industry joins most of the transportation industry 
in viewing this scheme with alarm and hopes that the subcommittee 
will not encourage the idea. A more effective method of strengthen- 
ing the rail equipment situation would be to encourage private financ- 
ing of new construction by the establishment of a sliding scale of per 
diem charges related to the value of the equipment. 

A unanimous recommendation by the rail industry is that “adequate 
charges” should be imposed for the use of highways, waterways, and 
airways. This complex subject invites special treatment and will be 
particularly dealt with by another witness. I will only attempt here 
to summarize the barge industry view. 

In the first place it should be pointed out that the barge transpor- 
tation industry is the product, not the proponent, of the development 
of our matchless system of navigable inland waterways in the United 
States. It may also be said that whereas a hundred years ago the de- 
velopment and protection of navigation was the only purpose in public 
works on the inland rivers, the multipurpose projects now under con- 
struction or under study, featuring intricate combinations of flood 
control, hydroelectric power, irrigation, municipal and industrial wa- 
ter supply, bank stabilization, and pollution control, with overtones 
of recreation and conservation of fish and wildlife, almost relegate 
navigation to the role of an incidental byproduct. 

Nevertheless, the water carriers, on behalf of their customers who 
are among the many beneficiaries of multipurpose water resource de- 
velopment, oppose user charges on the inland waterways as illegal, 
uneconomical, and impractical. We believe that the tremendous boom 
in industry along the inland waterways is very largely brought about 
by the development of cheap barge transportation along these water- 
ways. That the railroads themselves are among the beneficiaries of 
this development will be shown by another witness. 

Notwithstanding the tremendous progress in barge transportation 
in the last 20 years, we believe we are only on the threshhold of the 
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development of water transportation and of the terminal services in- 
cidental thereto. 

_ As this subcommittee knows, the Department of Commerce is now 
engaged in a study of the feasibility of a system of user charges for 
the navigation of the inland waterways. Our industry awaits with 
great interest the result of this study with the hope that it will be 
objective and realisic. We also hope that among the many other facets 
of the user charge question to be considered will be the relationship 
with the question of depressed water-compelled rail rates. 

Another urgent recommendation by the railroad people is that the 
Congress remove the special restrictions against the entry of railroads 
into motor and water transportations. On this point I wish to strongly 
endorse the position of the American Trucking Associations as pre- 
sented to you by James Pinkney, their general counsel, on February 
17, 1958. 

The barge industry will also present a witness on the subject. 

In summary of our position, if the consolidation of rail, truck, and 
barge service into one integrated transportation company carries with 
it such great potential benefits to the public and to the railroads, as the 
railroads maintain, then these same benefis can be realized by the co- 
ordination of the different forms of transportation under different 
managements. I have nowhere seen this doctrine expounded more ef- 
fectively than by counsel for a large eastern railroad in discussion rail 
ratemaking : 

There is another and most important field of inquiry where the advice of the 
economist and cost analyst can profitably supplement that of the traffic man. 
This is the broader problem of how and where railroad service best fits into an 
overall transportation system. The truck is undoubtedly performing services 
which, in the interests of the best utilization of the economic resource of the 
country, the railroad should be performing, and the railroad is undoubtedly per- 
forming services which can be performed with greater economy by other means 
of transportation. If each form of transportation could only come closer to its 
proper place, the Nation as well as the several forms of transportation should 
benefit. The arranging of through services, with each mode performing that part 


which it is best equipped to do, should also be easier if there is more than a vague 
notion of their respective economic capabilities. 


Perhaps the most important recommendation you have heard is that 
the Congress— 
allow increased freedom in the making of competitive rates as between different 
forms of carriage so each mode will find its proper economic place in the overall 
transportation picture. 

This proposal, widely known as the three shall nots, contemplates 
that a railroad be permitted to meet competition without restraint so 
long as its rates were above out-of-pocket cost. We do not believe that 
such ratemaking practices would help— 
each mode * * * find its proper economic place in the overall transportation 
picture. 

The fallacy in this doctrine was exposed most effectively 25 years 
ago. by the late Commissioner Eastman, the “grand old man” of the 
Interstate Commerce Commission, who described the issue concisely in 
a 1933 decision, relating to a rail-water dispute: 

The railroads in the early years encountered stiff competition from many 
steamboat lines and they proceeded to meet this competition ruthlessly. This 


was done by cutting rates where the competition existed, to whatever extent was 
necessary to paralyze it, at the same time maintaining rates at a very high 
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level elsewhere. The steamboats did not have this reservoir of noncompetitive 
traffic to help them out, and hence perished in the unequal struggle. 

The theory on which the railroads drove out water competition by these low 
rates was a simple, but, as I see it, dangerous theory. They argued that their 
trains would run anyway, but the added expense of taking on more traffic would 
be comparatively little, and that if they could get water-competitive traffic at 
some margin over this “added” or “out-of-pocket” expense, it would help them 
just that much. The danger in this theory is twofold. In the first place, the 
railroads have always had very imperfect knowledge of this “added” expense, 
and in the old days it was more of a theory than anything else. They went out 
frankly to cut the throats of their water competitors and made the rates what- 
ever was necessary for this purpose. In the second place, the theory places the 
chief burden of sustaining the profits and credits of the railroads upon the non- 
competitive traffic, and this burden is likely to increase progressively. Com- 
merce and industry tend to center at the favored competitive points, and their 
traffic tends to increase while that at the “normal rate” points tends to decrease. 
Gradually the traffic moving on the low rates ceases to be mere “added” traffic 
and the “out-of-pocket” expense swells in volume. So does the burden upon 
the noncompetitive traffic. 


This proposal, for more freedom in making competitive rates, is 
supported by the complaint that the railroads’ hands are tied by the 
Interstate Commerce Commission, and that they are not allowed to 
meet the competition. Those of us who are subject to rail competi- 
tion are sometimes inclined to think that “the shoe is on the other 
foot,” that the Commission now frequently allows the railroads too 
much freedom already. Section 3 (1) of the Interstate Commerce 
Act, drafted to prevent discrimination and not aimed at intercarrier 
eompetition reads as follows: 


Sec. 3 (49 U. S. C., sec. 3.) (1) It shall be unlawful for any common carrier 
subject to the provisions of this part to make, give, or cause any undue or un- 
reasonable preference or advantage to any particular person, company, firm, 
corporation, association, locality, port, port district, gateway, transit point, re- 
gion, district, territory, or any particular description of traffic, in any respect 
whatsoever; or to subject any particular person, company, firm, corporation, 
association, locality, port, port district, gateway, transit point, region, district, 
territory, or any particular description of traffic to any undue or unreasonable 
prejudice or disadvantage in any respect whatsoever. Provided, however, That 
this paragraph shall not be construed to apply to discrimination, prejudice, or 
disadvantage to the traffic of any other carrier of whatever description. 


Viewed in conjunction with this statutory prohibition what may 
we think about the following examples of “freedom in the making of 
competitive rates as between different forms of carriage” ? 


1. Pipe from Pittsburgh: 
To Williston, N. Dak. (no water competition)—1,433 miles, $1.76 per 
hundredweight. 
To Luling, Tex. (water competition)—1,432 miles, $1.34 per hundred- 
weight. 
2. Magnesium ingots from Velasco, Tex. : 
To Wichita (no water competition)—709 miles, $42.34 per gross ton. 
To East St. Louis, Ill. (water competition)—799 miles, $13.15 per gross 
ton. 
8. Aluminum ingots from Chalmette, La. : 
To Wichita (no water competition )—850 miles, $39.42 per gross ton. 
To Chicago (water competition )—890 miles, $13.26 per gross ton. 


Such comparisons are by no means exceptional, but are typical illus- 
trations of the latitude which is frequently allowed the railroads under 
the present law to meet competition. What use have the railroads 
for more freedom? If it is for more of the same kind of ratemaking, 
we question whether this is the way that “each mode will find its 
proper economic place in the overall transportation picture.” 
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We do not quarrel with this aim; we believe that it is synonymous 
with the congressional admonition to the Interstate Commerce Com- 
mission in the national transportation policy “to recognize and pre- 
serve the inherent advantages of each (form of transportation).” 
The problem and the controversy has been in the implementation of 
this policy. 

In particular, in this present era of an increasing variety of trans- 
portation services available and an ever-increasing intensity of com- 
petition, the problem lies in the perennial temptation of carriers to 
engage in destructive competition in areas where they do not have 
the inherent advantage, and in the preoccupation of individual modes 
of transportation with the development of traffic local to their service, 
while neglecting the coordination of different modes of transportation 
in joint and combination rates and routes, 

What practical observations do these circumstances suggest? In 
explaining its decisions in carrying out the national transportation 
policy, the Interstate Commerce Commission might clarify what is 
meant by “inherent advantage” and point out the part it plays in 
each case. Perhaps these words apply, in each disputed competitive 
situation, to the most efficient carrier, the carrier who does the job 
with the least overall cost to all concerned, and with the greatest 
advantage to the shipper, all things considered. A practical 
method of defining this “most efficient carrier” in any disputed 
competitive situation might be to describe him as the one who would 
tend to be favored by shippers if the rates of all competing carriers 
were each exactly at his own fully distributed costs. 

If this were an accepted standard, carriers would have to inform 
themselves on their own and their competitors’ costs, as well as those 
shipper’s costs that are related to his use of different forms of trans- 
portation. 

With such information available, carriers could determine, as to any 
specific situation where rate action was contemplated, where the “in- 
herent advantage” probably lay; and, from a full knowledge of 
shipper’s costs related to the different forms of transportation, could 
fairly estimate the measure of the differential which would approxi- 
mutale reflect the difference in value of service to the shipper as be- 
tween competing carriers. 

In situations where a carrier considered he held the inherent ad- 
vantage (and could sustain such a view when challenged before the 
Commission), it would not seem inconsistent with the national trans- 
portation policy as now written for him to be permitted, in effect, the 
ratemaking freedom of the “three shall nots.” 

On the other hand, if analysis indicated that the carrier did not 
have the inherent advantage in a given situation, he should certainly 
not be afforded by any more ratemaking freedom than is now allowed. 

In the area of the coordination of different forms of transportation 
in joint and combination rates and routes, although the statutes in 
section 1 (4), section 3 (4), and section 15 (3) seem unequivocal 
enough, the record of 17 years of litigation in the celebrated rail- 
barge rate case No. 26712 and the 2 trips to the Supreme Court of the 
Mechling case act as powerful deterrents to further litigation of this 
sort. Yet there is demand on every side for greater coordination of the 
services of the different forms of transportation. 
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Here again, careful analysis of carrier and shipper costs should in- 
dicate the route or routes by which a given item of traffic can move 
most efficiently. Carriers honk direct their attention to putting to- 
gether such routes, in the certainty that the most efficient route will be 
the most profitable in the long run to all concerned. 

Last November, Owen Clarke, then Chairman of the ICC, speaking 
before the National Defense Transportation Association in Washing- 
ton, urged— 
making transportation a truly functional, flexible system rather than a col- 
lection of separate, exclusive parts. This involves an attitude of mind as much 
as anything else. It means a willingness to offer substitute services where more 
economy and effectiveness will accrue to the shipper; a further willingness on 
the part of transportation companies to get together for making joint rates and 
through-route arrangements with competing modes, 

Section 5a as now written provides authority for rate conferences 
for the discussion and establishment of such joint and combination 
rates and routes. Appropriate groupings of carriers for such pur- 
poses should be worked out forthwith. 

In summary, it would appear that the best solution to the puzzle of 
how competition and coordination in transportation should be man- 
aged and regulated in the best interests of the Nation might be to 
encourage the research and discussion necessary to identify in each 
situation the route (whether via one carrier or a combination of car- 
riers) which possesses the inherent advantage. Having ascertained 
which is the route of inherent advantage, the carriers and the Com- 
mission should encourage the traffic to follow that route. 

In such a gradual evolution progress would be made in two very 
desirable directions at once. Traffic would tend increasingly to move 
by the most efficient route resulting in a steady improvement in trans- 
portation service per dollar in the country. Also, by a continuous 
process of analysis, each carrier would be increasingly aware of the 
area wherein lay his own inherent advantage. By tailoring his plans 
to fit such a target, each carrier should be able to maximize his net 
income and achieve the greatest long-run financial stability. 

In closing I would like to adopt as water transportation doctrine 
a statement made to you last month by John Lawrence, managing 
director of the American Trucking Associations : 

It is our fundamental belief that this country needs and must have the par- 
ticular and special services of each form of transportation and that to offer these 
services, each branch of transport must be sound and healthy. Moreover, we 
are certain that the play of economic forces will eventually create a situation in 
which each form of transportation finds itself primarily performing that service 
to shippers and receivers which it does best, all factors considered. 

Mr. Incersoxx. I appear before you today as the chairman of the 
American Waterways Operators, Inc., an association of petroleum 
vessels and barge operators with members in the Mississippi Valley, 
east coast, west coast, and gulf coast, about 200 members, who prob- 
ably do the lion’s share of the inland waterways business of the 
country. 

I am also the president of the Federal Barge Lines, Inc., a barge 
company operating on the Mississippi, Illinois, and Missouri Rivers, 
and on the Warrior-Tombigbee in Alabama. I had the privilege of 
serving for 5 years as president of the Inland Waterways Corporation, 
who operated the Federal Barge Line as a Government enterprise 
until 1953. 
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Considerably before that I worked for a good many years as a 
steamboat pilot and captain of many vessels. I like to think that my 
first river experience was a trip that I took on the Scioto River 3 
hours before I was born. I trust that the Scioto’s floods have been 
so controlled since then that no other expectant mothers have to go 
through such a harrowing experience. 

Senator Lauscue. So the record will be complete, the Scioto River 
runs down through the middle of Ohio from north of Columbus to the 
Ohio River. 

Go ahead. 

Mr. Incersoin. The inland waterway industry includes about 1,700 
operators of towing vessels and barges operating about 19,000 tow- 
boats, tugboats and barges of one kind of another and employing 
somewhere in the neighborhood of 65,000 people. We did in 1956 
about 199 to 110 billion ton-miles of transportation, which compares 
with about 150 billion by rail in the same year, or, on the basis of 
ton-miles, we did about one-sixth as much business that year as the 
railroad industry. 

But using a rough, rough, rough estimate of 3 mills a ton-mile, that 
would have meant that our industry, including the very large part 
which is private transportation of extraction of sand or seashells 
and does not perform transportation for hire as such, if you set a 
value on all of our transportation of 3 mills a ton-mile, we did some- 
where between $300 million worth of business in 1956, compared to 
about $10 billion worth of business in the rail industry. So that our 
relation, revenuewise, is probably in the neighborhood of about 30 or 
35 to 1. 

I would like to point out by way of a sense of proportion that the 
value of the water transportation we performed is probably about 
half of the railroads’ passenger deficit. 

We understand that the railroad industry is in trouble. I would 
like to say that we consider that their troubles are our troubles. A 
very great part of our traffic moves to and from the river by rail. The 
lion’s share of our customers depend not only on us for part of their 
service, but require adequate rail service as well. For this reason we 
urge most strongly that you give sympathetic consideration to every 
measure and every expedient that you can devise to smooth the rocky 
road ahead of the railroads, and make it easier for them to adjust to 
their proper future role as privately owned and operated transporta- 
tion agencies offering an attractive rail service at a reasonable and 
remunerative price to that segment of the public for whom rail service 
is the most efficient form of transportation. 

On the proposals that have been made to this committee by the 
railroad industry this year we generally take the same position as the 
trucking industry which was so ably presented here is representa- 
tives of that association and some of the large operators. I have been. 
struck by the similarity between the statements of Guy Rutland, the 
president of the ATA, John Lawrence, their managing director, and 
Jim Pinkney, general counsel; I have been struck by the similarity 
between their statement of their position and what we consider to be 
our position, in spite of the very great difference between the truck- 
ing industry and the barge industry. 

As to the specific railroad proposals, we support quite a few of them. 
We very strongly support the proposal that the Interstate Commerce 








1284 PROBLEMS OF THE RAILROADS 


Commission be given more authority over the abandonments and other 
proceedings where the railroads are now saddled with losing opera- 
tions and have trouble getting out from under. 

In these days of intense competition, when the rail rates are not 
based primarily on ability to pay, they should not have to support any 
losing operations. 

We support as a general proposition the subject of tax relief for 
the railroads. The railroads have a very heavy burden of taxation 
to bear. Wherever you do not find it inconsistent with public polic 
as such, we urge that you give them such consideration as you thin 
appropriate in the field of depreciation, retirement of equipment, con- 
struction reserve, and so forth, but especially we support and strongly 
endorse the proposition of repeal of the excise tax. 

We do not believe that the revenue apparently lost by the repeal of 
this tax will be lost in total to the Treasury because we strongly feel 
that this will be offset by a pyramiding of added income all along 
the line between the raw material production and the ultimate con- 
sumption of goods. 

On the subject of unregulated competition, as to which the railroads 
have made some complaint, we agree that the business of illegal for- 
hire trucking masquerading as private carriage should be more tightly 
policed, or, if necessary, the laws should be amended to plug that 
loophole by which we understand the regulation of the Interstate 
Commerce Commission is evaded. 

We share with other segments of the transportation industry the 
belief that there should be a more clearcut definition of the agricul- 
tural exemption. As to the exemptions from regulation enjoyed by 
certain segments of the water transportation industry, we believe that 
the rail stake in these issues is very grossly exaggerated. We do not 
believe that the part of water transportation which is exempt from 
the jurisdiction of the Interstate Commerce Commission is more 
than ina very minor way competitive with the railroads. 

We do not believe that if regulation were extended over these areas 
of water transportation that it would increase rail revenue enough to 
identify. I do not minimize the fact that there is a problem in this 
area as to which there is a controversy in our association. Our as- 
sociation a any changes in the exemptions. We believe that 
this is a problem for our industry to work out, and that the railroads 
have not a stake sufficient to warrant their urging any change in the 
situation. ; 

As to the Government financing of rail equipment, we would have 
no objection to the Defense Department proposing and budgeting 
for the construction of a pool of equipment for rail transportation 
if the Defense Department feels that this is a vital consideration in 
their preparation for the defense of the country. Whether that kind 
of a proposal would produce “me-too” representations on the part 
of other forms of transportation, including our own, I am not pre- 
pared to suggest. Certainly there is at present no tendency in that 
direction. 

As to the plan to create a special new agency of the Government to 
build and finance rail rolling stock, we view this proposal with alarm, 
and we trust that it will not be encouraged in this committee. 

As to the subject of user charges, as has been stated before here 
today we believe that we are the result and not the cause of waterway 
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development, and that as such our proper attitude is an attitude of, 
let us say, neutrality on the subject. But we do feel that since we are 
sophisticated on the subject, if you please, that it is not out of order 
for us to say, on behalf of our customers who are among the many 
beneficiaries of multipurpose water resources development, that the 
user charge idea as to our inland waterway transportation is prob- 
ably illegal and uneconomic and impractical. 

We ae most strongly—and I wish that I could find the Fight 
words to state properly the proposition—that free waterways in this 
country, where there exists the finest system of waterways in the 
world, have developed far more traffic than they have diverted from 
other means of transportation. ; 

You have heard and will hear many arguments pro and con on this 
subject: In my opinion this is the key to it: Free waterways have 
developed more traffic and more economic activity of all descriptions, 
including the industries and the employment that flow from the de- 
velopment of traffic, far more than they have diverted traffic from 
other means of transportation. 

Free waterways have created, we believe, prosperity for the valleys 
where commercial navigation has come to pass. 

More than that, we believe most strongly that we are just on the 
threshhold of the kind of development of water transportation that 
will result from the availability of large antifishing waterways. 
When I first came out from salt water to the river just 21 years ago 
last month, I went to work as a cabin boy on a towboat which was the 
queen of the Illinois River at that time. She was a coal-burning stern- 
wheel steamboat, and she generated 700 horsepower. There was a fine 
big towboat, the finest that there was. There was nothing else that 
could approach that boat as a fine method of moving freight on the 
river. Just 21 years ago. We are now in the process of building, in 
our company, for use later this year, a towboat with 12 times the 
power, which makes this relatively new boat—only 3 years old—ob- 
solete. The changes that are taking place in this badiaien in which 
we are fortunate enough to participate, are going forward so fast that 
none of us, even those of us most closely involved in the management 
of barge transportation, can hope to keep more than a very sketchy 
knowledge of the developments. An absence from this business of a 
year would make you so far behind that it would take you 6 months to 
again get the feel of what is going on in this business today. 

The results of this and the economy of the Mississippi Valley you 
find on every hand as you go up and down the river and discover what 
is going on in the industry and commerce which is centered around 
water transportation. 

As you know, the Department of Commerce is engaged in a study 
of this. We most fervently hope that it will be objective and realistic, 
and we hope that in the process they will give due weight to the very 
complicated issues that Dr. Childe so ably described this morning, 
which cannot be readily resolved but which must be considered in any 
discussion of user charges on the waterways. 

As to the proposal that the railroad industries be permitted to enter 
into other forms of transportation, particularly barges, Mr. Macleay 
will explain our position on that subject and I will only make one com- 
ment in passing. If the integration of various forms of transportation 

21278—58—pt. 2——-35 
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into one management contains potential benefits for railroads and for 
the public, we suggest that those same benefits can be obtained by the 
railroads and the public by the coordination of different forms of 
transportation under different managements, a type of activity which 
the railroad industry, to our great regret, has strenuously resisted 
heretofore. 

My last point is to discuss the question of the three shall nots. Mr. 
; Loomis, on behalf of the railroad industry, urged that railroads be 
allowed increased freedom in the making of competitive rates so that 
‘ each mode of transportation will find its proper economic place in the 
} oe transportation picture. We think that the shoe is on the other 
: oot. 
é As Dr. Childe mentioned this morning, we believe that there are 
many, many times, too many times, occasions when the railroads are 
granted too much freedom today under the existing statute. I have 
to remind myself that any interest is prone to cry when it loses a de- 
cision. So that it is not to be wondered at that we will say that the 
Commission is prone to decide these close cases in favor of the rail- 
roads, while the railroads undoubtedly came before you and accused 
the Commission of deciding all the arguments in favor of the truck- 
lines and the barge lines. But I think that Dr. Childe’s presentation 
should have given some indication that there is a very great latitude 
offered by the Commission to the railroads in the level of rates that 
they make; that they are not held to the strict kind of uniformity 
of rates that would seem superficially to be implied in the Interstate 
Commerce Act that says there may be no preference or prejudice 
as between regions or as between commodities, or as between localities 
or what have you. 

The first time I read this language I said to myself, “How can this 
be with all of the wide latitude there is between the high rates and the 
low rates around the country?” Of course each variation and each 
deviation from the norm is the result of a hotly contested rate case in 
which all of the factors are weighed in the balance and the Commis- 
sion, with its best human judgment, trying to give the best decision in 
the public interest, makes up its mind. 

I have to say that we believe we are right more often than wrong, 
and under that kind of control this country has developed a trans- 
portation system of which we can be justly proud. 

Mr. Loomis’ aim that railroads should be permitted a latitude in 
ratemaking in order to find their proper economic place, and the ad- 
monition on the Interstate Commerce Commission in the national 
transportation policy that they should so conduct themselves as to 
preserve the inherent advantages of the different forms of transpor- 
tation, seem to me to be different ways of saying the same thing. 

The railroad industry now and the Congress when they wrote the 
Transportation Act of 1940, were trying to say, as I read these things, 
that each form of transportation should do the job that it can do best. 

I saw a summary in the Railway Age last fall—I was looking it over 
the other day—and saw that this summary of the railroad position 
urges that regulators should give the railroads the freedom in rate- 
making they need to get the business that they can handle best, and 
thereby hangs a tale, and I think the key to the whole ae I think 


that we would all agree in one way or another that the railroads and 
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the trucklines and the barge lines should each handle the business 
that they can handle best. The problem is how do you sort it out. 

We urge that the way to sort it out is not to return to the law of 
the jungle and let an operator use his financial strength to bludgeon 
his competitors. I think that former Commissioner Knudson ex- 
eon the weakness of this philosophy more effectively than a 

ody else when he said that this approach ignores the presence of the 
black sheep in the fold. We believe that the doctrine which is ex- 
pressed in the national transportation policy of the 1940 act is as 
effective and as well drawn today as it was then. 

I think that I would express this aim that the railroads are urging, 
and that the Transportation Act urges in another way, but in the same 
way I would suggest that we ought to so conduct ourselves that traffic 
tends to move by the most efficient carrier, and that in any dispute be- 
tween carriers in a rate case the Commission should seek to discover 
which is the most efficient carrier and then make such decisions as will 
tend to let the traffic go that way, whether that means to permit a rate 
cut or to forbid a rate cut. 

I suggest that it is perhaps not contrary to good public policy and 
the existing statutes to permit the most efficient carrier to have the 
freedom of the three shall nots. I think that perhaps there are some 
reservations to that as to conditions which could be monopolistic or 
unduly discriminatory. 

In general I think we can go along with the idea that in any given 
situation the most efficient carrier ought to have some little more free- 
dom than he has today. 

I would suggest that the most efficient carrier is a kind of a carrier 
that I think Mr. Lawrence was talking about in the trucking industry 
when he said, “We are certain that the play of economic forces will 
eventually create a situation in which each form of transportation finds 
itself primarily performing that service to shippers and receivers 
which it does best.” All factors considered as an extreme illustration 
of that, I think that I would suggest that a barge line is the most effi- 
cient carrier of sand and gravel for long hauls, where time in transit 
is no consideration and where damage is no consideration, and where 
the only thing that is important is how many dollars does it cost you to 
move the freight from here to there. 

On the other hand I would suggest that in moving the latest Paris 
fashion dresses from New York to California that probably an air- 
plane is the most efficient carrier because it performs that function in 
the fashion that is most acceptable to the shipper. 

I think a great deal of our troubles, not only in the rail industr 
but in the intercarriers generally, stem from our unfamiliarity with 
each other’s costs and each other’s abilities, and I suggest that within 
the framework of the existing laws that the railroad situation and our 
own and the truckers’ situation could be constructively and positively 
improved if the carriers were encouraged to work together and encour- 
aged to engage in research, continuing research in the constantly 
changing relative efficiency of carriers, and that the carriers be en- 
couraged to talk together and learn more about each other’s situations, 
so that we are not so much engaged in fighting each other blindfold for 
traffic that the other fellow might be able to do best. 

Thank you, gentlemen. 
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Senator Lauscue. Might I ask whether you agree with the sug- 
gestion made by Mr. Childe that a congressional committee be ap- 
pointed to make a complete study as he indicated here today? Do 
you concur with that suggestion ? 

Mr. Inerrsotxu. I don’t know. I think that is for you fellows to 
say. There have been so many studies made that your library is full 
of all of the material. 

Senator Lauscue. You do know that there is a serious dispute con- 
cerning the subject of whether certain methods of transportation are 
being subsidized at the expense of others. You understand that ? 

Mr. Ineersouu. Yes, sir. 

Senator Lauscue. The railroads claim that its competitors are be- 
ing subsidized, and the competitors claim that they are not. Havin 
that in mind, you still feel it is for us to determine, and you don't 
want to express an opinion with regard to Mr. Childe’s suggestion. 

Mr. Inoersoti. On the subject of user charges, of course there is a 
full-scale study going on now, and this will undoubtedly end before 
this committee’s recommendations and proposals and a report which 
will be discussed pro and con. I can only suggest that considerations 
of that sort need to be considered in the light of the whole context 
of the relationship of the different kinds of carriers to each other. 

Senator Lauscue. You haven’t answered the question. Do you 
think it would be advisable for Congress to create a commission to 
make a study, basically in conformity with what Mr. Childe said ? 

Mr. Incersotu. It would be constructive, yes. 

Senator Lauscue. That is all that I have to ask. 

Thank you very much. 

Senator Smatuers (presiding). Thank you, Captain. 

Mr. Macleay ? 


STATEMENT OF DONALD MACLEAY, ON BEHALF OF AMERICAN 
WATERWAYS OPERATORS, INC. 


Mr. Macreay. Mr. Chairman and members of the committee, 
my name is Donald Macleay. I am a lawyer and member of a law 
firm with offices here in Washington. We were asked by the Ameri- 
can Waterways Operators to prepare a statement on the subject of 
the railroad proposals, that they be permitted to enter in un- 
restricted 

Senator Smatruers. I might say, I wasn’t here when Mr. Childe 
recommended the congressional study. I would say to you gentle- 
men that here it is 4:30 p. m., and I have been in and out of here. Any- 
body who thinks that we are going to have a congressional study of any 
sort of thoroughness or any sort of comprehensiveness, either, doesn’t 
know the schedule which the Senators are keeping, of if he does 
know it, he must think that we are three people in one. As the captain 
said a few minutes ago, there have been plenty of studies made, and the 
files are full of them. 

I personally am of the opinion that we ought to make a few steps 
even if they are in the wrong direction—they may be forward or back- 
ward—but let’s stir up something. I do not object to a study made 
under the direction of the Congress, but certainly it should not be 
one where anybody expects Congress, the Senators, to come to hear 
it, because they don’t have the time to do it. 
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Mr. Cuitpr. Senator, study by a group of experts under the direc- 
tion of Congress is what I favor. 

Senator SMaTuers. Pardon me. I am glad to understand your 
suggestion. 

Mr. Macteay. Our statement has been filed with the committee, 
and I shall not cover it in any detail at all at this point. 

(The complete statement of Mr. Macleay follows:) 


Mr. Chairman and members of the committee, my name is Donald Macleay. 
I am a partner in the law firm of Macleay, Lynch & Macdonald, with offices 
at 1625 K Street NW., Washington, D. C. During the past 25 years my practice 
has been largely in the field of commerce law, before administrative agencies, 
particularly the Interstate Commerce Commission, and the courts in proceedings 
involving transportation and transportation agencies. 

We were asked by the American Waterways Operators, Inc., an organization 
which is spokesman for certain large segments of the domestic water transporta- 
tion industry, with which the committee is familiar, to prepare and present to 
you a statement directed to the proposal of the railroads that they be permitted 
to acquire and own, without restriction, carriers operating in other media of 
transportation, particularly, of course, as that proposal relates to domestic 
carriers by water. 


POSITION OF THE AMERICAN WATERWAYS OPERATORS, INC. 


It is our position that it would be distinctly contrary to the public interest 
in the development and maintenance of a sound and economic transportation 
system to permit the railroads to institute new or to acquire existing water 
carrier operations and conduct unrestricted water carrier services paralleling 
their rail lines, in competition therewith and with independent water carrier 
services, as well as in competition with other railroads. 

We believe that the result of the railroad proposed “diversification” or “inte- 
gration” program would be the elimination of the only real competition now 
remaining in transportation—-the interagency competition for which no amount 
of regulation could be an effective substitute. Such a program would put to an 
end the development of new and improved methods of water carrier transporta- 
tion and not only would fail to aid but actually would weaken the railroad 
system of the United States. 

Further, that program is not necessary for the development of coordinated 
water and railroad transportation. The means now exist for the development 
of such coordination to the extent needed or desirable in the public interest. 

Our position is not entirely a partisan one. We recognize that each form of 
transportation is entitled to equal consideration in light of the paramount objec- 
tive of securing for the Nation the best possible system of transportation. In 
light of this objective, the laws of the United States long have evidenced the 
desire of the Congress in the public interest, to maintain an economically sound 
and effective shipping industry in both foreign and domestic commerce. The 
first Federal tariff law in 1789 provided that imports in American vessels should 
receive a discount of 10 percent below the regular import duties. Provisions 
long have been included in other laws to reserve the domestic trades to vessels 
of American registry and ownership. The navigation laws of 1817 established 
this policy as to coastwide trade, which was later extended to the intercoastal 
trade and trade to the noncontiguous Territories of the United States. 

The laws of the United States also long have evidenced the desire of the Con- 
gress, in the public interest, to preserve an independent domestic water carrier 
industry free from railroad control and domination. 


PRESENT CONGRESSIONAL POLICY 


The provisions in the Panama Canal Act of August 24, 1912, amending the act 
to regulate commerce, were responsive to the request of President Taft in his 
message to Congress on December 6, 1910, which suggested : 

“* * * as a wise amendment to the interstate commerce law, a provision pro- 
hibiting interstate commerce railroads from owning or controlling ships engaged 
in the trade through the Panama Canal” as “needed to save to the people of the 
United States the benefits of the competition in trade between the eastern and 
western seaboards, which this canal was constructed to secure.” 
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That act also made the control of other water carriers by railroads unlawful, 
except with the approval of the Interstate Commerce Commission, where the 
waterlines were competitive with the rail lines. These and other provisions of 
the act were designed to prevent railroad obstruction and discrimination with 
respect to water carriers. 

In the opening paragraph of section 500 of the Transportation Act of 1920, it 
was declared “to be the policy of Congress to promote, encourage, and develop 
water transportation, service, and facilities in connection with the commerce of 
the United States, and to foster and preserve with full vigor both rail and water 
transportation.” The Commission held, quite properly, that this language nega- 
tives any intent on the part of Congress to restrict the extension of water trans- 
portation to regions which could not adequately be served by rail lines. Inland 
Waterways Corp. v. C. G. W. R. R. Co. (129 I. C. C. 521, 529). In Decatur 
Navigation Co. v. L. d N. R R. Co. (31 1. C. C. 281 (1914) ) the Commission said, 
at page 288: 

“A natural waterway, improved by the expenditure of public funds, should be 
thrown open as far as possible to the free and unrestricted use of all those who 
desire to avail themselves of it. It differs materially from a privately con- 
structed and private owned roadbed, which, though quasi-public in nature, is 
built by individuals or corporate interests primarily for their gain. A navigable 
river is a public highway, a natural avenue of commerce, and the public interests 
demand that its advantages be utilized to the fullest extent.” 

The Transportation Act of 1940 continued the policy of the Panama Canal Act, 
not only in its express provisions but also by providing through an amendment 
to section 5 of the Interstate Commerce Act that acquisition of water carriers by 
other carriers would be subject to the test therein specified, and by making more 
certain the authority of the Commission with respect to the installation of new 
service. 

It should be recognized that the Panama Canal Act provisions which are 
contained in section 5 of the Interstate Commerce Act are not an absolute pro- 
hibition against railroad ownership of competing water lines except those 
that operate through the Panama Canal itself. The prohibiting provision, 
Subsection (14), is as follows: 

“Notwithstanding the provision of paragraph (2), from and after the first 
day of July 1914, it shall be unlawful for any carrier as defined in section 1 
(3), or (after the date of the enactment of this amendatory section) any person 
controlling, controlled by, or under common control with, such a carrier to 
own, lease, operate, control, or have any interest whatsoever (by stock owner- 
ship or otherwise, either directly, indirectly, through a holding company, or by 
stockholders or directors in common, or in any other manner) in any common 
carrier by water operated through the Panama Canal or elsewhere with which 
such carrier aforesaid does or may compete for traffic or any vessel carrying 
freight or passengers upon said water route or elsewhere with which such said 
railroad or other carrier aforesaid does or may compete with traffic; and in 
ease of the violation of this provision each day in which such violation con- 
tinues shall be deemed a separate offense.” 

Subsection (16) authorizes the making of exceptions, as follows: 

“Notwithstanding the provisions of paragraph (14), the Commission shall 
have authority, upon application of any carrier, as defined in section 1 (3), and 
after hearing, by order to authorize such carrier to own or acquire ownership of, 
to lease or operate, to have or acquire control of, or to have or acquire an 
interest in, a common carrier by water or vessel, not operated through the 
Panama Canal, with which the applicant does or may compete for traffic, if 
the Commisson shall find that the continuance or acquisition of such owner- 
ship, lease, operation, control, or interest will not prevent such common car- 
rier by water or vessel from being operated in the interest of the public and 
with advantage to the convenience and commerce of the people, and that it will 
not exclude, prevent, or reduce competition on the route by water under con- 
sideration: Provided, That if the transaction or interest sought to be entered 
into, continued, or acquired is within the scope of paragraph (2) (a), the 
provisions of paragraph (2) shall be applicable thereto in addition to the pro- 
visions of this paragraph: And provided further, That no such authorization 
shall be necessary if the carrier having the ownership, lease, operation, control, 
or interest has, prior to the date this section as amended becomes effective, ob- 
tained an order of extension under the provisions of paragraph (21) of this 
section, as in effect prior to such date, and such order is still in effect.” 

It therefore appears that the proponents of elimination of the statutory re- 
strictions upon railroad ownership of water carriers, so far as those restric- 
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tions relate to services upon our inland and coastal waters, concede that rail 
carriers desiring to enter upon such enterprises cannot meet the existing statu- 
tory standards—that the Commission must find that such control will not pre- 
vent the water carrier from being operated in the interest of the public, and that 
it will not exclude, prevent, or reduce competition on the water route. 

That section has been, quite properly, construed to mean that advantages from 
rail operation of competitive water services do not warrant exceptions which 
will or may limit competition on the water routes. Freedom of competition on 
the water routes is the prime consideration. (Ocean Steamship Company of 
Savannah, 203 I. C. C. 155, 163-4). 


BASIS FOR PRESENT CONGRESSIONAL POLICY 


The congressional policy underlying these enactments is founded upon a reali- 
zation that regulation to prevent destructive competition is essential in the pub- 
lic interest and should be retained for future use as part of our national traps- 
portation policy. The past is a clear indication of what would happen in the 
future should the railroads be permitted to enter the water carrier industry, 
necessarily with the resulting elimination of that industry as an independent 
competitive force. The railroads then would have the unrestricted power to seek 
to eliminate, as they have in the past eliminated, the independent water car- 
rier industry. When, in 1914, the railroads, after passage of the Panama Canal 
Act, sought to secure authority for their continued ownership of the Lake Lines, 
the Commission summarized the history and result of railroad ownership of and 
competitive practices with respect to competing water carriers as follows (33 
I. C. C. 699, 716) : 

“These boat lines under the control of the petitioning railroads have been 
first a sword and then a shield. When these roads succeeded in gaining con- 
trol of the boat lines which had been in competition with paralleling rails in 
which they were interested, and later effected their combination through the 
Lake Line Association, by which they were able to and did drive all indepen- 
dent boats from the through lake-and-rail transportation, they thereby destroyed 
the possibility of competition with their railroads other than such competition 
as they were of a mind to permit. Having disposed of real competiiton via 
the lakes, these boats are now held as a shield against possible competition of 
new independents. Since it appears from the records that the railroads are able 
to operate their boat lines at a loss where there is now no competition from 
independent lines, it is manifest that they could and would operate at a further 
loss in a rate war against independents. The large financial resources of the 
owning railroads make it impossible for an independent to engage in a rate war 
with a boat line so financed.” 

Such activities by the rail carriers were not confined to the Great Lakes, 
but are to be found in the history of competition between rail and water lines 
throughout our entire system of waterways. Some excellent examples of rail- 
road techniques in this field are to be found in the report of the Commission 
in financial relations, etc., L. & N. R. R. Co., reported at 33 I. C. C. 168. That re- 
port was in response to inquiries propounded by the United States Senate, which 
included the question whether financial interest by railroads in steamboats 
and water lines on various rivers had established a monopoly and restricted com- 
petition. The answer, of course, was that it had. In support of that conclu- 
sion the Commission recited facts which are most enlightening. 

For example, by subsidization of waterlines the rail carriers had manipulated 
rates in fashion to keep their own at high levels, and when an uncontrolled 
competitor appeared they had employed a captive carrier to drive it out of 
business by ruthless competition. Once such competition was eliminated, rail- 
road financial support of the captive carrier was withdrawn and it was permitted 
to capsize. 

The railroads accomplished the same end result with respect to other water 
competition on the Mississippi and Ohio River systems by means of direct 
destructive competition, as the late Commissioner Joseph B. Eastman pointed 
out in his celebrated concurring expression in Petroleum Products From New 
Orleans (194 I. C. C. 31, 44 (1933) ) : 

“* * * The railroads in their early years encountered stiff competition from 
many steamboat lines plying upon these waters, and they proceeded to meet 
this competition ruthlessly. Eventually they swept the waters clean of the 
competing craft, except on the ocean and the gulf, and even there the competition 
was greatly weakened. 
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“This was done by cutting rates where the competition existed, to whatever 
extent was necessary to paralyze it, at the same time maintaining rates at a very 
high level elsewhere. The steamboats did not have this reservoir of noncompeti- 
tive traffic to help them out, and hence perished in the unequal struggle. Some 
large interior cities which did not have water competition were able to utilize the 
competition of the railroads with each other to break down their rates in some- 
what the same manner, but interior points which had little or no competition 
of any character were out of luck. Their rates were on what the railroads 
called a normal level, which was preposterously high. All this made, of 
course, for a very uneven development of the country, and it was one of the 
main factors which precipitated the creation of this Commission in 1887.” 

This type of destruction of water carrier service by the railroads was carried 
on primarily prior to the time the Commission was given minimum rate powers. 
It was accomplished even though the water carriers had a cost advantage over 
the railroads; the railroads went below their out-of-pocket costs in order to 
stifle water competition. It was only when the Commission was given minimum 
rate powers in 1920 that water carrier service began its revival. 

History demonstrates the need to maintain the two basic regulatory principles 
which assure the continuance of a sound transportation system by water: 

(1) Prevention of railroad ownership of competing water services which 
might be used first as a sword and then, after elimination of independent water 
carrier competition; as a shield. 

(2) Regulatory restraints on destructive rate competition by railroads to 
protect the inherent advantage of lower cost which water transportation 
possesses. 

Elimination of either of these present legislative transportation policies will 
open the door to destruction of water transportation. 


PRESENT CONGRESSIONAL POLICY IS SOUND AND SHOULD NOT NOW BE MODIFIED 


The railroad proposal for diversification into or integration of different modes 
of transport carries the corollary that the railroads shall own them. 

Adoption of the railroads’ proposal for free entry into competitive forms of 
transportation would require abandonment of our present national transportation 
policy. The so-called integration plan of the railroads is the complete anti- 
thesis of the present policy of encouraging healthy competition among the several 
modes of transportation. Choice of a national transportation policy is limited 
to three principal alternatives: 

(1) A return to unregulated competition—the dog-eat-dog or law-of-the-jungle 
era ; 

(2) Maintenance of our present competitive principle with regulation substi- 
tuted for the major destructive competitive influences ; or 

(3) The creation of transportation monopolies under either Government or 
private ownership. 

Today the railroads talk about diversification. Yesterday it was integration. 
The meaning is the same. It is the same program advocated 20 years ago by 
the then largely railroad-minded Transportation Association of America. That 
plan called for the establishment of a small number of transport companies 
which would operate all forms of transportation and which theoretically would 
utilize for any given type of traffic in its territory that form of transport most eco- 
nomical and best adapted for the particular business. 

Under that plan competition would have been curtailed to rivalry between 
strong, comprehensive transportation concerns using every available type of 
equipment. This was proposed as being a substitution of ordered rivalry of a 
few strong transport groups, for the disorganized struggle of many carriers, 
each confined to its particular type of transport. 

Under that plan as envisioned, there would have been an arbitrary division of 
traffic among railroads, trucks, airlines, and waterlines accomplished by means 
of common control of all of these agencies by the comprehensive companies en- 
visaged; and, as the program candidly admitted, interagency competition would 
have disappeared. Truck would not have competed with railroad nor either 
with water. Each, under common ownership, would have been assigned to that 
place where it would be considered to have an economic advantage pursuant to 
something called orderly planning and private direction. 

This is the stuff of which dreams are made. Integration, as an economic ideal, 
employs the principle of efficiency in transportation planning, involving the dif- 
ferentiation of function and the removal of obstacles in order to employ each 
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mode of transport in that service in which it can best serve the public. This, in 
turn, involves both physical and organizational relationships. Theoretically, it 
may be accomplished through coordination or subordination or both. 

Integration through coordination has long been sought in this country and 
many recommendations have been made for the adoption of practices and prin- 
ciples for the coordination of motor, water, air, and rail transportation and for 
coordination of services within each mode. Railroad management is itself largely 
to blame for the limited progress which has been made in that field toward 
securing both internal coordination and coordination with the other modes of 
transportation. 

This has been, just as it must be in the future, because railroad managements 
are charged first with the duty to their stockholders to protect and encourage 
the use of their huge investment in railroad facilities. The history of the rail- 
road industry’s relations with water and motor carriers is a continuous recital 
of actions and efforts to avoid coordination of services in order to hold all 
possible traffic to the rails and discourage use of water and motor even when 
those services were the most efficient and economic for the purpose. 

Joint rates or equitable proportional rates permitting efficient use of both 
water and rail services have been secured by water carriers usually only after 
lengthy and expensive litigation, not only before the Commission but in the 
courts. 

For example, in Interstate Commerce Commission v. Mechling (330 U. 8. 567 
(1947) ), the Supreme Court held that rail carriers could not impose proportional 
rates for the same service which were higher on ex-barge traffic than on ex-rail. 
Five years later, in Interstate Commerce Commission v. James McWilliams 
Blue Line (342 U. 8S. 951 (1952) ), the Court had to pass again on the question, 
the only difference being that in the latter case the varying proportionals found 
improper were made dependent upon the type of transportation employed for a 
subsequent rather than a prior movement. 

Again, in 1956, the Court had to pass once more upon a very similar situation 
in Dixie Carriers, Inc., et al. v. United States, et al. (351 U. S. 56), where it 
held illegal a discrimination against ex-barge traffic achieved by means of pref- 
erential joint rates. 

The attitude of the rail carriers, and the reason for their continued strong 
resistance to any coordination of water and rail services was well expressed by 
Mr. W. A. Johnston, the president of the Illinois Central, when he appeared 
before this committee a few weeks ago. He stated: 

“As to joint rates and routes, our experience, while admittedly somewhat 
limited, has left something to be desired. We have found, for example, in estab- 
lishing joint rates and routes that the water carriers are only interested in doing 
so at a level of rates lower than that of the all-rail routes which tends to divert 
traffic to such routes which could otherwise move all-rail.” 

The interrogation of Mr. D. B. Jenks, president of the Rock Island Railroad, 
by Senator Purtell sharply points up the critical issue involved in the rail plea 
to be permitted without restriction to diversify into other modes of transporta- 
tion. The sense of the Senator’s questions was: Would not rail ownership of 
competitive modes of transportation necessarily lead to the diversion of traffic 
now transported by rail to the other modes controlled by the railroads? The 
transcript contains no satisfactory reply. 

The Senator’s questions obviously suggest that rail-controlled water carriers 
either would divert traffic from the railroads or would be so managed as to de- 
stroy competitive independent water carriers. The historical background of the 
railroads with respect to relationships with water carriers fully supports the 
conclusion that the latter would be the case. 

In that connection, when the question of rail ownership of water operations 
arose more than a quarter century ago the Security Owners Association pub- 
lished a document entitled “A Study of Transportation by Waterway as Related 
to Competition with Rail Carriers in Continental United States,” which was 
based in part on replies to a questionnaire sent to unidentified railroad execu- 
tives. One of those replies so frankly and completely expresses the attitude 
with which the railroad industry would view the sphere of operation of 
captive water carriers, and is such a fine illustration of the influence of rail- 
road free-masonry, that we quote it, as it was quoted in the report of the Co- 
ordinator of transportation (S. Doc. 152, 73d Cong., 2d sess., p. 386) : 

“In our opinion no railroad would be justified in operating barges on a 
competing inland waterway because the diversion of rail traffic to the water 
would increase the overhead cost per ton on traffic which the road would con- 
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tinue to handle by rail. It might be that a railroad would feel justified in 
operating barges on a waterway in those cases in which the operation by boat 
would form a continuation of the journey over the railroad’s lines. It is also 
possible that a pailroad running at right angles to a waterway would be justified. 

“The second and third statements set forth above, however, must be quali- 
fied by the assumption that the barge traffic would in itself be profitable, or that 
the operation of the barge lines would increase the traffic hauled by the railroad 
on its own lines. Also by the further assumption that this action, if taken by 
the railroads, would not antagonize the interests of other railroads causing 
— to retaliate by withholding traffic from the road thus engaged in the barge 

usiness. 

‘We believe, however, that even though its selfish interests would be bene- 
fited, a railroad should not engage in waterway transportation in competition 
with other railroad companies.” 

Certainly, in the light of the attitude of the rail carriers toward water trans- 
portation, as evidenced by their words and actions, past and present, it could 
not be expected that integration through adoption of a principle of coordination, 
administered not by an independent regulatory agency but by the economically 
dominant railroad industry, would produce the theoretical values which the 
word connotes. Rail management still would be motivated by its duty to 
railroad stockholders, and the other modes of transportation would soon be 
reduced to limited, noncompetitive appendages to the national railroad network. 

In other words, integration, or so-called diversification, under the railroad 
proposal for free entry into competing forms of transportation, inevitably would 
lead to subordination of those other modes of transportation to rail transporta- 
tion. Where those whose primary responsibility lies with railroads have at 
the same time been in a position to exercise control over other forms of trans- 
port, a situation most commonly arising as a result of nationalization, that has 
been the inevitable pattern. 

In such circumstances, concern for the well-being of the dominant carrier over- 
whelms other considerations and stifles the development and use of other modes 
of transportation. This has been the picture, in greater or lesser degree, in 
Germany, France, South Africa, Australia, and, more recently, in England. 

Should the planning and execution of such a program of integration be given 
as a matter of authority to privately owned railroads, it is obvious that the 
same result would occur. The area in which each mode should operate cannot be 
described precisely. It is interesting to note that the railroad witnesses who 
appeared before the committee made no effort at such delineation. In both qual- 
ity of service and economy, the areas of economic fitness of unlike modes of trans- 
portation overlap. 

It is inevitable that if the railroads were given the right they seek to enter 
without restriction the other fields of transportation, the activities of the com- 
peting modes or transportation would be limited to nonoverlapping spheres, 
leaving the railroads in a position of monopoly with respect to presently com- 
petitive business. 

Since the Reed-Bulwinkle Act (sec. 5 (a) of the Interstate Commerce Act) 
has practically eliminated rate competition in the railroad industry, to place 
the railroads in the position where they also could agree on joint action with 
respect to the rates and charges of controlled carriers in the other fields would 
create the means for the railroads to accomplish this result whether or not 
they should be successful in their present legislative program seeking elimina- 
tion of effective regulatory controls over interagency rate competition. The only 
remaining question would be, how long before the Congress would have to na- 
tionalize the transportation monopoly thus created. 

The continuing proposals for single railroad controlled transportation com- 
panies into which would be integrated water, motor, and air transportation 
activities, which have been made from time since the other forms of transport 
began to achieve a place in the sun, as most recently manifested by railroad 
witnesses before this committee, have been and are strongly opposed by those 
other forms of transport for good and convincing reasons. Only the railroads 
are large enough and financially powerful enough to take leadership and bring 
the other forms of transport into coordinated relationship by taking control of 
them. Through the very process described, the independent companies in the 
other media of transportation could not survive. 

Such a system of integration would stifle the development of newer forms 
of transportation and subject their interests to those of the railroads. It is too 
much to expect that the railroads which in the last half of the 19th century ob- 
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tained control of water carriers only to put them out of business, and which 
in the twenties made every effort to secure legislation crippling highway trans- 
port, an could secure the power to put an end to their usefulness and not 
exercise it. 


VALUE OF WATER CARRIER COMPETITION 


Competition between different forms of transportation should never be wholly 
eliminated. Its pressure insures that shippers receive a variety of services, and, 
with proper control over destructive competitive practices, each is available at 
rates which approximate the cost of providing the service. Price is a major 
competitive weapon and price competition will attract business to most efficient 
concerns, those able most economically to serve the public. The competitively 
induced reflection of costs in rates will go a long way to secure that economic 
division of traffic among the several agencies which is desired. 

One need only look at the recent history of progress in the rail field to see the 
benefit to the public which active, efficient, and effective competition provides. 
During no other period than that since the motor carrier and water carrier com- 
petition became keen in the early thirties, did the railroads make so much prog- 
ress in so short a time in the improvement of their services, in the adaptation 
of equipment and facilities to the needs of the public, and in the adjustment of 
rates on a competitive basis. 

The rail carriers were shaken out of the lethargy produced by decades of con- 
trolled competition to meet a threat which they found themselves unable to con- 
trol. That process is continuing today. Shippers recognize the value of such 
competition by locating their plants at competitive points where they may secure 
a variety of services by different carriers and different modes of transportation, 
as the particular needs of their traffic may require. 

It should go without saying that the existence of water-carrier competition 
produces benefits of uncounted value to the shipping public. Such benefits ex- 
tend beyond the actual users of water service. It is well known that the avail- 
ability of inland waterway transportation exerts a strong tendency to keep the 
rail freight rates with which it is competitive at lower levels than otherwise 
would be the case. 

This is substantiated by the numerous reductions in railroad rates for the pur- 
pose of diverting traffic from the inland waterway routes and eliminating them 
as competitors, many of these adjustments having resulted in charges not fully 
compensatory for the railroad service involved, due to the refusal of the rail- 
roads to permit the lowest cost and most useful medium of transportation to 
handle this traffic. This is true not only with respect to inland waterway trans- 
portation but also with respect to coastwise and intercoastal transportation. 

Consequently large numbers of shippers and receivers who cannot or do not, 
in fact, avail themselves of water-carrier service nevertheless are afforded ap- 
preciable benefits in the savings accruing from such reduced rail rates estab- 
lished to meet the competition of more economical waterway transportation. 
Certainly that benefit to the shipping public would speedily be eliminated if the 
rail carriers were to obtain control over those water-carrier competitors. It must 
be assumed that such rail rates would be restored to a normal basis as promptly 
as possible, and the previously competitive water services and rates adjusted to 
prevent diversion of the traffic from the rails. 

The railroads themselves in many instances have been benefited by the exist- 
ence of water transportation. Manufacturing plants located on navigable wa- 
terways in order to secure their heavy raw materials via water routes, have 
increased production and distribution of higher valued finished and semi- 
finished commodities requiring faster land transportation. 


CONCLUSION 


In conclusion, it should be pointed out that nothing has occurred, or even 
been urged by the rail carriers themselves, which suggests that the public in- 
terest can be better served today by unrestricted rail control of water transport 
than it was in the days prior to the enactment of the present statute. 

No rail carrier has come forward with a statement of where, or how, it pro- 
poses to operate a captive water carrier, or how the shipping public could and 
would be better served or given more economical transportation by such opera- 
tion. All that we have to date are generalized statements that the railroads 
would like to get into the business, free of the statutory requirement that it 
first be established to be in the interest of the public, and not in restraint of 
competition on the water route. 
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We respectfully submit that the same considerations of public interest which 
impelled the establishment of the present congressional policy, as implemented 
by the present statute, require its continuance unimpaired. 

Mr. Macieay. I would like to dispel possible confusion on the sub- 
ject of the railroads and their right to enter upon water transporta- 
tion. 

The Interstate Commerce Act is by no means a flat prohibition of 
one form of transport controlling another. There are numerous in- 
stances where the Commission has approved the control of water car- 
riers by railroads, control of motor carriers by railroads, common con- 
trol of motor and rail, water-rail, and even water and motor. 

When such situations meet the standards of the statute, after exam- 
ination by the Commission, there is nothing in the present constitu- 
tional policy to prohibit it. 

It is not difficult to document the reasons for specific statutory safe- 
guards as respects railroad control of its competitors, particularly in 
the water-carrier field. 

History is replete with examples of railroad control of water car- 
riers and the manipulation of their captive water carriers in such 
fashion as to eliminate competition. 

The arguments of the railroad spokesmen that the rail carriers be 
permitted to engage in water transportation without those safeguards 
are couched in broad generalities. I say within bounds they can do 
so today, except only through the Panama Canal. And I have heard 
of no railroad expressing the slightest interest in operation through 
the Panama Canal in intercoastal trade. 

In fact no railroad has given you any blueprint of where or how 
it would operate the water service, or how it would get into the 
water-carrier business. Would it purchase an existing operator? or 
inaugurate new and duplicating operations? Most important, the 
railroads have not explained how their proposed operations of water 
carriers would fail to meet the present standards of the so-called 
Panama Canal Act. At present the Commission may authorize rail- 
road control of competing carriers—and no authorization is needed 
unless the Commission finds that competition exists—where it finds 
that such control will not prevent the water carrier from being op- 
erated in the interest of the public, where it finds that such control 
will not prevent the water carrier from being operated with advan- 
tage to the convenience of the public and where it finds that such con- 
trol of the water carrier will not exclude, prevent, or reduce compe- 
tition on the water route. 

Those are the standards, and that is the statute which the rail car- 
riers ask to be repealed. They urge this diversification or integration 
in the interest of coordination. Admittedly, coordination of various 
forms of transportation is an objective very much to be desired. As 
Captain Ingersoll just mentioned, it can be achieved within the frame- 
work of the present statute, very readily, if the rail carriers desire to 
achieve it. 

There need not be common ownership in order to bring about coordi- 
nation of services. Instead of coordination, however, the history of 
that facet of regulation is that the railroads have consistently favored 
their rail connections over their water connections, and have cooper- 
ated to do all in their power to limit the direct benefits of water trans- 
port to the seacoast and to the river banks. 
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There has not been, so far as our examination of the record reveals, 
one valid argument for a change in the constitutional policy of long 
standing that establishes the standards to be met before railroads can 
acquire control of water carriers—benefit to the public, no impairment 
of competition on the water route. To the contrary, we feel that there 
are valid reasons for the continuance of that policy in full force and 
vigor. 

Thank you, sir. 

Senator Smaruers. Thank you, very much, Mr. Macleay. 

Our next witness is Mr. David A. Wright, president of National 
Marine Service, Inc., of New York City. 

Before Mr. Wright testifies, I would like to insert in the record at 
this point a letter from the Waterways Council Opposed to Regula- 
tion Extension, room 1610, 21 West Street, New York, N. Y., dated 
February 10, 1958, signed by Mr. David A. Wright, national chair- 
man, together with an Analysis of Legislative History of Section 303 
(b) of the Transportation Act of 1940. 

(The documents are as follows:) 


Hon. GEORGE SMATHERS, 

Chairman, Subcommittee on Surface Transportation of the Senate Com- 
merce Committee, Washington, D.C. 

Dear SENATOR SMATHERS: This letter has to do with the question of whether 
or not the undersigned organization should be heard as a witness in the series 
of hearings being held and projected by your subcommittee on problems of the 
transportation industry. Frankly, I am in a dilemma and any advice you could 
give me would be greatly appreciated. 

Although I am engaged as a full-time operating executive of National Marine 
Service, Inc., a contract carrier of bulk commodities on the inland waterways, 
I am writing you in my capacity of national chairman of the Waterways Coun- 
cil Opposed to Regulation Extension, serving on an unpaid basis. This organ- 
ization was established for the sole purpose of opposing any repeal of the bulk 
commodity exemption afforded by section 303 (b) of the Interstate Commerce 
Act of 1940. 

The membership of the Waterways Council totals approximately 160, includ- 
ing a substantial number of water carriers (common, contract, and private), 
some shippers, terminal operators and a few business organizations and indi- 
viduals. This membership has a widespread geographical distribution with 
representation not only on the east, gulf, and west coasts, but on the Great Lakes 
and throughout the Mississippi River system, 

You may recall that in 1956 there were hearings before a subcommittee of the 
House Interstate and Foreign Commerce Committee on the legislative proposals 
to implement the Cabinet Committee Report on Transportation Policy (H. R. 
6141 and H. R. 6142). I appeared in these hearings along with a large number 
of other witnesses to oppose certain sections of H. R. 6141 designed to extend 
ICC regulation over the now exempt transportation of bulk commodities moy- 
ing on the inland waterways. 

At that hearing many of the members of our organization were anxious to 
testify. In order to conserve the committee’s time and avoid unnecessary repeti- 
tion, it was arranged that I appear as their spokesman, although more than 30 
principal executives of interested companies came to Washington and attended 
the hearing, showing by their presence their strong feelings on the subject. 
In addition, some 37 separate organizations appeared or submitted statements 
for the record in opposition to any repeal. 

Since those hearings before the House committee in 1956, which pertained to 
this and a number of other transportation policy questions, the question of the 
repeal of the dry bulk exemption has been dormant until the recent hearings before 
your committee. Although these hearings do not seem to pertain primarily to 
highly controversial legislative proposals such as the repeal of the bulk com- 
modity exemption, but rather to ways and means of relieving the current finan- 
cial stress of the rails, nonetheless, there were several references made to the 
bulk commodity exemption by several of the railroad witnesses. 
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I refer particularly to the prepared statements of Mr. Wayne A. Johnston, 
president of the Illinois Central Railroad, and Mr. Russell A. Dearmont, 
president of the Missouri Pacific Railroad. Mr. Johnston’s prepared statement 
contained a complaint against the dry bulk and liquid bulk exemptions and, in 
the summary of his recommendations, which appears at the end of the transcript 
of his testimony, the fourth paragraph reads as follows: 

Pcie ore ee aerrne ns eliminate bulk and liquid exemptions 
or iess commodities now afforded movements b r 
Interstate Commerce Act.” Been ene 

The prepared statement of Mr. Dearmont contained several references to the 
exemption, including an extensive complaint against barge competition, both 
regulated and exempt. On page 11 there is the following passage: 

“Furthermore, great numbers of so-called exempt barge lines are given free 
reign to operate as common or contract carriers upon these waterways with- 
out semblance of regulation or control by the Interstate Commerce Commission 
or other regulatory agency. Such exemptions are specifically provided by the 
provisions of section 303 of the Interstate Commerce Act.” 

At pages 17-21 there is a detailed complaint based on the secrecy of the rates 
of barge companies operating under the exemption. During the course of Mr. 
Dearmont’s oral testimony, one of the members of the committee, Senator 
Lausche, asked Mr. Dearmont the theory of the exemption and, you (Senator 
Smathers) asked for the history of the exemption. Senator Bricker also asked 
if the exemption was a part of the law. 

Our organization and membership and many other organizations which regis- 
tered their strong opposition to any repeal of the bulk commodity exemption in 
the House hearings in 1956 will certainly want an opportunity to be heard if 
your committee determines that it is going to pass on this question at the 
conclusion of the hearings. 

On the other hand, should it be the intent of the committee to defer passing 
upon this aspect of the general problem until some later time when it could 
be covered extensively, as before the House subcommittee, then there would be 
no disposition on our part to intrude this matter further at this time by answer- 
ing in detail the comments of Messrs. Johnston and Dearmont. 

I recognize that it may be somewhat difficult for you to make any final! judg- 
ment on this matter. Therefore, would you please treat this letter as a request 
that I, or someone designated by this organization, be permitted to appear and 
testify before your committee to present the case against repeal of the bulk 
commodity exemptions unless the committee decides that it will not pass on 
the recommendation for repeal or amendment of the exemption. In such event 
our organization would not wish to take up the committee’s time and divert the 
hearings further onto this issue. 

In view of this situation, I would like to take the occasion of this letter to 
give you a brief summary of what occurred on this topic during the course of 
the House hearings in 1956. 

Briefly stated, those hearings demonstrated that the proposal to repeal the 
bulk commodity exemption, section 14 of H. R. 6141 and related sections 13, 16, 
and 18, should not be enacted for the following reasons: 

(1) Not a single water carrier, inland or otherwise, testified or filed a state- 
ment in favor of repeal of the dry bulk exemption, even though, in the past, a 
small group of large and prosperous common carriers had favored such legisla- 
tion, when not included in the omnibus transportation bills. 

(2) Not a single shipper, shipping organization, or representative of the con- 
suming public, testified or filed a statement in favor of repeal of the dry bulk 
commodity exemption. 

(3) The Waterways Council, which is representative of the hundreds of small 
contract carriers and small common carriers on the inland waterways, as well as 
numerous shippers, presented, in my testimony and that of Mr. James Knudson, 
and in the statements of Dr. John H. Frederick and Mr. Harry Dyer, a detailed 
account of how the repeal of the dry bulk commodity exemption would seriously 
damage the public interest. It would jeopardize the business of these hundreds 
of small common and contract carriers, invite cartelization of the waterways by 
a few large common water carriers, cause rate increases and reduction in flexi- 
bility of service in this low-cost and efficient transportation, jeopardize the inter- 
ests of both small and large shippers, including farmers, chemical companies, coal 
companies, and numerous others, who now enjoy ihe benefits of this low-cost 
transportation, and ultimately prejudice the interests of consumers who receive 


the benefits of these economies. 
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(4) Spokesmen for such unbiased sources as the Transportation Association 
of America, the National Industrial Traffic League, and the United States Cham- 
ber of Commerce testified unequivocally in opposition to repeal of the dry bulk 
exemption, pointing out that there has been no demonstration that the public in- 
terest will be served by such repeal, as well as noting some of the adverse results 
referred to above. 

(5) Most of the major farm organizations, including the American Farm 
Bureau, the National Grange, the National Council of Farm Cooperatives and the 
National Federation of Grain Cooperatives registered their firm opposition to 
the repeal of this exemption as detrimental to the famers they represent and 
the shipping and consuming public generally. 

(6) Such groups as the Manufacturing Chemists’ Association, and the National 
Coal Association, representing both shippers and consumers who enjoy the ad- 
vantages of low-cost water transportation registered their opposition to the pro- 
posed repeal. 

(7) Organizations of carriers, shippers, consumers, and port authorities, such 
as the Inland Empire Waterways Association, the Upper Mississippi Valley Asso- 
ciation, the Ouachita River Valley Association, and the New York State Water- 
ways Association, registered their opposition to repeal. 

(8) The only nongovernmental proponents of the proposed repeal in these 
hearings were the railroad groups, particularly the Association of American 
Railroads. The testimony of Mr. James Knudson, on behalf of the Waterways 
Council, showed the relative prosperity which the railroad lines which parallel 
the waterways have enjoyed by comparison with other lines, clearly demonstrat- 
ing that there is no urgent need to bolster their operating revenues at the ex- 
pense of water carriage. My testimony and the testimony and statements of 
a number of representatives of the large common carrier segment of the inland 
waterways industry, including Mr. Harry Ames, Mr. J. Haden Alldredge, and 
Mr. C. E. Childe, made clear that, on the basis of costs, water carriage of bulk 
commodities is so much cheaper than rail carriage that the railroads cannot 
possibly compete on a cost basis for the dry bulk commodity shipments now 
moving on the waterways. 

(9) The two governmental proponents of the proposed repeal were Secretary 
of Commerce Weeks, his subordinate, Mr. Philip Ray, and the Interstate Com- 
merce Commission. Mr. Weeks’ testimony that the common carriers required 
such legislation to promote their growth and financial soundness was answered 
in my testimony and in the supporting exhibits, showing the relative economic 
health which the large common carriers by water have enjoyed in recent years, 
and the testimony of Mr. James Knudson making the same demonstration with 
respect to railroad lines paralleling the waterways. 

The statement by the Interstate Commerce Commission that authority to 
regulate dry bulk movements and carriers is needed if overall regulation is to 
be effective and stable rates maintained was fully answered in the statements 
of ex-Interstate Commerce Commissioner James K. Knudson and Dr. John 
Frederick. The fact is that overall regulation, including that of dry bulk move- 
ments, has never been deemed advisable, necessary, or in the public interest by 
the Congress, as the legislative history of the existing law shows. Moreover, 
the statement of Dr. John Frederick demonstrates that rates on nonregulated 
dry bulk shipments have been far more stable than the rate pattern of regu- 
lated traffic. Of course the most compelling proof that the Commission’s re- 
quest is really one of regulation for regulation’s sake alone is the fact that 
not a single shipper, consumer, or water carrier in these hearings has supported 
the repeal of the dry bulk commodity exemption. 

(10) The only other reason advanced for the proposed repeal was in Secre- 
tury Weeks’ statement on his second appearance before the subcommittee on 
June 20, 1956, that the repeal should be enacted to provide common carriers 
the opportunity to furnish transportation at charges competitive to those made 
by carriers enjoying the benefit of the exemption. As I pointed out in my testi- 
mony, the exemption applies to all carriers on the inland waterways regardless 
of whether some other part of their business or traffic is regulated, and nu- 
merous carriers presently operate both under regulation, and concurrently un- 
der the dry bulk exemption. Thus, if the objective is fair competition, it now 
exists, and Secretary Weeks’ statement only can mean that rates must be raised 
on the now-exempt traffic to make it more profitable for the common carriers 
who seek such traffic. 

Realizing that-the foregoing summary of those hearings, prepared from our 
point of view, may not be considered objective, I also call to your attention the 
digest and analysis of testimony dealing with the repeal of the dry bulk com- 
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modity exemption which appears on pages 146 through 158 of a volume entitled 
“Digest, Analysis and Index of Testimony of the Hearings Before a Subcom- 
mittee of the Committee on Interstate and Foreign Commerce, House of Repre- 
sentatives, 84th Congress, 2d session, on H. R. 6141 and H. R. 6142.” 

In view of your question to Mr. Dearmont referred to above asking for a his- 
tory of the bulk commodity exemption, I am also taking the liberty of enclosing 
as an attachment a copy of a detailed Analysis of the Legislative History of Sec- 
tion 303 (b) of the Transportation Act of 1940 which our organization has had 
prepared. 

The Waterways Council Opposed to Regulation Extension and the many other 
organizations representing shippers, consumers, farmers and industry using 
water transportation, who have uniformly opposed the repeal of the exemption 
in the past, naturally hope that your committee will not see fit to reopen this 
controversy. It would raise the spectre of unnecessary regulation which would 
serve only to increase the cost of transportation to the ultimate consumer. 

However, I realize that the legislative situation which has developed or may 
develop may cause the committee to wish to examine this question on its merits. 
In that event, we wish to be heard fully lest this time-honored freedom of com- 
merce on the rivers and inland waterways of our nation be jeopardized by an 
extension of regulation contrary to the ov >2rall public interest. 

I would appreciate any information you can give me, including notification as 
to the date for the appearance of a witness in opposition to the repeal of the 
bulk commodity exemption, unless your committee should decide that it does not 
wish to go further into this question during its currently projected hearings. 

Yours very truly, 
Davip A. Wricut, National Chairman. 


ANALYSIS OF LEGISLATIVE History or SectroN 303 (b) oF TRANSPORTATION ACT 
or 1940 


Attached as an appendix is a chronological account of the more important 
steps in the development of the builk exemption in the Transportation Act. 
From this account certain relevant points stand out: 

1. The exemption of the transportation of bulk commodities by water 
from the general scheme of regulation was a thoroughly and carefully con- 
sidered step. 

2. The exemption was based on the principle that enterprise and compe- 
tition in transportation on the waterways were to remain free except to the 
extent that the public interest required regulation. 

3. The exempion was accordingly based upon the determination that there 
was no subsantial competition between bulk transportation on the water- 
ways or any transportation by rail, and that, therefore, the exemption did 
not place the regulated carriers under unfair competitive disadvantage. 

4. The reasons for the bulk exemption extend as much to the inland 
waterways as to the Great Lakes and coastwise traffic. 

1. The exemption of the transportation of bulk commodities by water from 
the general scheme of regulation was a thoroughly and carefully considered step. 

(a) The 1934 and 1935 reports of the Federal Coordinator of Transportation, 
Commissioner Joseph B. Eastman, recognized the difference between bulk trans- 
portation by contract carrier and ordinary common carriage by water, although 
the bills proposed by the Federal Coordinator did not specifically reflect this 
distinction (Report of Federal Coordinator of Transportation, Regulation of 
Transportation Agencies, Mar. 10, 19384, S. Doc. 152, 783d Cong. 2d sess., pp. 5, 
10, 12, and appendix F'; Report of Federal Coordinator of Transportation, Trans- 
portation Legislation, Jan. 30, 1935, H. Doc. 79, 74th Cong., 1st sess., p. 17 and 
appendix VI). 

(b) When, however, the Coordinator’s proposed legislation was introduced in 
the Senate as S. 1632, 74th Congress, it met criticism from this point of view, 
to the extent that the Senate committee, upon reporting it to the Senate recom- 
mended an administrative exemption based, among other things, upon shipment 
in bulk. (Hearings before the Committee on Interstate Commerce of the United 
States Senate on S. 1632, 74th Cong., 1st sess., to amend the Interstate Com- 
merce Act, pt. II, pp. 609-1344; S. Rept. 925, 74th Cong., Ist sess., June 21, 1935, 
p. 2; Congressional Record, July 3, 1935, pp. 10692-10693.) 

(c) The exemption recommended by the Senate committee as an amendment 
to S, 1632, 74th Congress, was included in the bill introduced by Senator Wheeler 
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of the Senate committee in the following Congress as 8. 1400, 75th Congress. 
The same bill was introduced in the House by Congressman Ramspeck as H. R. 
5719, 75th Congress. 

(d@) The Federal Coordinator of Transportation approved the amendments 
made by the Senate committee to S. 1632, including the bulk exemption, in the 
report of the coordinator in January, 1986 (Report of Federal Coordinator of 
Transportation, Jan. 21, 1936, H. Doc. 394, 74th Cong., quoted in hearings before 
the Committee on Merchant Marine and Fisheries of the House of Representa- 
tives, 75th Cong., 1st sess., on H. R. 3615, regulation of water carriers, Mar. 
15 and 16, 1937, p. 18). 

(e) The Interstate Commerce Commission approved S. 1632 as thus amended 
and the subsequent bills (S. 1400 and H. R. 5719, 75th Cong.) reflecting the 
amendments to 8. 1632 (ibid.). 

(f) The bill sometimes called the railroad bill as reflecting the proposals of 
the Committee of Six (H. R. 4862, 76th Cong.) contained a slightly revised pro- 
vision for the same type of exemption. (Hearings before the Committee on Inter- 
state and Foreign Commerce of the House of Representatives on H. R. 3521 and 
H. R. 4862, 76th Cong., Ist sess., pt. IV.) 

(g) This type of exemption, still an administrative exemption, was considered 
at length by witnesses appearing in the course of the hearings of the House 
committee on H. R. 4862 (ibid.). 

(h) The exemption in the revised form in which it had appeared in H. R. 
4862 was included in the bill introduced by Senator Wheeler as S. 2009 of the 
76th Congress. 

(t) The House committee made the bulk exemption into a legislative exemp- 
tion and included it in approximately its present form in the bill which it recom- 
mended as a substitute for S. 2009 on July 18, 1939 (H. Rept. 1217, 76th Cong., 
1st sess., July 18, 1939). 

(j) As thus formulated by the House committee, the bulk exemption was 
referred to specifically in the House committee report on S. 2009, where it was 
discussed at considerable length (H. Rept. 1217, 76th Cong., 1st sess., July 18, 
1939, pp. 4, 7, 8, 20, 21). 

(k) A debate on the House substitute bill followed, which lasted for 5 days 
(July 21, 22, 24, 25 and 26, 1939). In the course of this debate the bulk exemption 
was referred to at least twice (Congressional Record, July 22, 1939, pp. 9709 
and 9750). 

(1) A slight change was made in the bulk exemption by the conference com- 
mittee and, as a result, the bulk exemption was again discussed in the first con- 
ference report (H. Rept. 2016, 76th Cong., 3d sess., pp. 77, 78). 

(m) Sinee the House rejected the first conference report, the bill went back 
again to conference, and the comments on the bulk exemption which appeared 
in the first conference report were repeated in the second conference report 
(H. Rept. 2837, 76th Cong., 3d sess., Aug. 7, 1940, pp. 88-84). 

(n) In the debate on the conference report which followed in the Senate the 
bulk exemption was specifically referred to. Finally, after the conference report 
was accepted by the Senate, Senator Wheeler inserted in the Congressional 
Record a statement in explanation of the bill which included comments on the 
bulk exemption (Congressional Record, Sept. 6, 1940, p. 11615, Sept. 9, 1940, 
p. 11768). 

From this account, it appears that the bulk exemption was considered over 
the course of many years by committees and Members of Congress. Although 
the exemption originally was proposed as a matter to be handled by adminis- 
trative action of the Interstate Commerce Comniission, and was changed to a 
legislative exemption only in 1939, the subject of the exemption was obviously 
considered of great importance by the committees and interested Congressmen 
and the adoption of section 303 (b) in its present form was made after full 
consideration and clear understanding of the purpose of and reason for the 
provision. 

2. The exemption was based on the principle that enterprise and competition 
in transportation on the waterways were to remain free except to the extent 
that the public interest required regulation. 

This position was recognized as early as 1934, when the Federal Coordinator 
of Transportation stated: 

“It is clear that no regulation or restrictions should be imposed upon any 
form of transportation merely for the purpose of benefiting some other form of 
transportation. The test must be the public interest” (report of the Federal 
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Coordinator of Transportation, Regulation of Transportation Agencies, S. Doc. 
152, 73d Cong., 2d sess., p. 5). 

The public interest referred to is the maintenance of a nondiscriminatory trans- 
portation service. Such purpose justifies regulation of carriers in two ways: 

a To require that shippers be afforded nondiscriminatory transportation 
service ; 

(2) To protect regulated carriers against unfair unregulated competition. 

In the case of contact carriers on inland waterways, there was no demand 
from shippers for protection against discrimination. Thus the position of the 
members of the Transportation Conference of 1933-35 was stated as follows in 
the Senate committee hearings on S. 1632, 74th Congress, 1st session, at page 1330: 

“The general purpose of the conference discussion was to the effect that there 
appears to exist no necessity for the regulation of the rates or quantity of service 
offered by the contract carriers of full cargoes of bulk commodities on the Great 
Lakes, and that further investigation might possibly show a similar situation, as 
regards such contrac: carriers on the coastal waterways and inland rivers.” 

The participants at this Transportation Conference included the following, 
some of whom obviously represented shippers, as distinguished from carriers, 
interests : 

National Association of Manufacturers 
Canal Carriers Association, Inc. 

American Transit Association 

National Highway Freight Association 
Association of American Railroads 
American Iron & Steel Institute 

American Bankers Association 

Security Owners Association 

National Association of Mutual Savings Banks 
National Industrial Conference Board 
Railway Businessmen Association 

Grain & Feed Dealers National Association 
Institute of American Meat Packers 
American Short Line Railroad Association 
Associated Regulated Lake Lines 

It was, therefore, only on the second basis referred to above that regulation 
could be demanded. As the Federal Coordinator of Transportation said in his 
1935 report: “So far as regulation is directed against private and contract oper- 
ators, it should be for the chief purpose of protecting the common carrier against 
unfair and demoralizing competition.” (Report of Federal Coordinator of Trans- 
portation on “transportation legislation,” January 30, 1935, H. Doc. No. 89, 74th 
Cong., Ist sess., p. 17.) 

The importance of keeping water transportation as free of regulation as possi- 
ble was stressed by a representative of the port of New Orleans in testimony in 
1935 on the pending water carrier bill, 8S. 1632, 74th Congress, Ist session. Rene 
A. Stiegler, executive general agent, board of commissioners of the port of New 
Orleans, La., said: 

“No great transportation system of water transportation can grow unless it 
has plenty of freedom” (p. 707). 

“It appeared to me that regulation on the Mississippi River would give those 
people who are seeking regulation a tremendous advantage, in that it would 
practically run the contract carrier out of business” (p. 709). 

“The issuance of certificates of necessity and convenience would tend to give 
the water carriers in operation now the same amount of monopoly that the rail- 
roads used to have” (p. 710). 

“The more competition you have the more you can disseminate your farm 
products all around through the world markets” (p. 710). 

3. The exemption was accordingly based upon the determination that there was 
no substantial competition between bulk transportation on the waterways and 
package transportation on the waterways or any transportation by rail, and that, 
therefore, the exemption did not place the regulated carriers under unfair 
competitive disadvantage. 

As stated above under point 2, the Federal Coordinator of Transportation justi- 
fied regulation of contract-carriage by water only to the extent that it was 
necessary to protect common carriers against unfair and demoralizing competi- 
tion. In hearings before the Senate committee on S. 1632, 74th Congress, 1st 
session, the Coordinator stated, in reference to the contract and private carriers 
who were not to be exempted from regulation, 
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“The regulation of these contract carriers and the private carrier is directed 
toward that end, namely the protection of the common carrier against unfair 
competition practices” (p. 648). 

On the other hand, with respect to contract and private bulk carriers, he said, 

“Take the situation on the Great Lakes. There at the present many boats 
which are controlled by industries, which are operating on the Great Lakes in 
the haulage of iron ore, for example. They may carry back coal for others on 
the return trip. Occasionally they may haul a cargo of grain. These boats are 
not competitive with the railroad in any substantial sense, because they «,erate 
so cheaply over those long water distances that the railroads could not hope to 
compete. Nor are they competitive in any substantial way with the common 
carriers operating on the Great Lakes who confine themselves largely to package 
freight. So long as a situation of that kind exists, where there is no apparent 
need for public regulation, the Commission should be in a position to relieve 
such carriers from unnecessary burdens * * *” (p, 648-49). 

And again: 

“But personally, so far as I know anything about the situation (on the Great 
Lakes) if those contract vessels confine themselves to bulk cargoes, such as iron 
ore, grain, and coal, it does not seem to me that they are a demoralizing influence 
upon any form of common carriers, either the railroads or the common-carrier 
boats” (p. 659). 

The original recommendation was to extend the regulatory authority of the 
Interstate Commerce Commission over all contract carriers but to have the 
Commission use the authority sparingly. 

In the course of considering legislation, however, the Senate Committee on 
Interstate Commerce concluded that regulatory authority over most contract 
carriage by water was unnecessary and therefore on this basis, unjustified, and 
it amended the bill of the Coordinator to provide that noncompetitive carriage 
should be excluded from regulation and that the Commission should proceed to 
determine what transportation should thus be excluded. (Senate report No. 925, 
74th Cong., 1st sess., June 21, 1935, p. 2; see Congressional Record, July 3, 1935, 
p. 10692, and July 8, 1935, p. 10738.) 

The amendment proposed by the committee specifically referred to the factor 
of shipment in bulk as one of the possible factors in making contract carriage 
noncompetitive with common carriage. 

This reasoning and the language of the Senate committee were followed in 
several subsequent bills down to the summer of 1939. (S. 1400 and H. R. 5719, 
75th Cong., Ist sess.; and H. R. 4862 and §. 2009, 76th Cong., Ist sess.) 

At that time, after having listened to testimony of representatives of inland 
water carriers and shippers, the House committee evolved an exemption for bulk 
transportation which was automatic and required no finding by the Commission. 
This was a provision almost identical with section 303 (b) as it stands today. 

The House committee, in explaining this provision in its report, said: 

“The bulk-carrier exemption in section 303 was given water transportation on 
the theory that such transportation is not substantially competitive with land 
transportation * * *.” 

“The substitute bill gives the unqualified exemption, above referred to, on the 
theory that the water carriers, given this privilege, can carry such cargo at such 
low cost that the transportation is not substantially competitive with common 
carriers by water or with land transportaion * * *.” 

“Subsections (b), (c), and (e) (of section 308) relate to exemptions in the 
ease of contract carriers. Very painstaking consideration was given to the 
working out of these exemptions. Every effort was made to avoid imposing 
unnecessary regulation on carriers of this type which have never before been 
regulated, and at the same time to insure that the exemptions did not result in 
regulating carriers being subjected to unfair competitive disadvantages” (H. Rept. 
No. 1217, 76th Cong., 1st sess., July 18, 1939, pp. 4, 8, 20). 

In debate in the House, Congressman Halleck said: 

“Why were bulk carriers by water exempted? They were exempted because 
everyone recognizes that their carriage is so cheap that they are not in any 
substantial competition with any carrier” (Congressional Record, July 22, 1939, 
p. 9709). 

And Congressman Hinshaw said: 

“As far as bulk carriers are concerned, those hauling sand and gravel, coal, 
oil, and similar materials in rough bulk, it was thought that those commodities 
were of such a nature that the handling of such cargoes was not competitive, con- 
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sequently they were left out. In this bill we are interested in competition” 
(Congressional Record, July 22, 1939, p. 9750). 

From this review, it appears that Congress considered regulation of water 
carriers justified only to the extent that it would protect common carriers against 
demoralizing competition, and it also is clear that Congress considered bulk 
transportation to be so entirely different in its range of costs from package trans- 
portation by common carriers by water or any transportation by rail as to be an 
entirely different field of competition. Thus, protection of common carriers, 
by water or by rail, could not itself justify regulation of bulk transportation by 
water. 

4. The reasons for the bulk exemption extend as much to the inland water- 
ways as to the Great Lakes and coastwise traffic. 

While the most striking example of cheap bulk transportation may be found 
in the Great Lakes carriers of iron, oil, limestone, coal and grain, the same 
reasons for exemption apply to bulk transportation on the Mississippi River sys- 
tem. 

Bulk transportation normally involves special equipment, mechanical handling, 
more or less continuous operation a limited number of stops on a voyage, all of 
which contrast with package transportation, making for far cheaper operation. 
As contrasted with rail transportation, water carriage, in general, is inherently 
cheaper. 

These considerations apply on the inland waterways as well as on the Great 
Lakes. That Congress recognized this fact is shown by the unlimited scope 
of the bulk exemption in section 303 (b), as contrasted with the exemption limited 
to international waterways such as the Great Lakes in section 303 (c). 

That these were intended to be two separate exemptions is indicated, not only 
by the form of the statute, but by statements of Congressmen responsible for the 
legislation. 

Thus, Representative Halleck discussed these two exemptions as separate pro- 
visions in the following statement in the House: 

“Why were bulk carriers by water exempted? They were exempted because 
everyone recognized that their carriage is so cheap that they were not in any 
substantial competition with any carrier. Why did we exempt the bulk carriers 
on the Great Lakes, and incidentally their exemption goes no further than the 
general exemption for all bulk carriers? Because we recognized that the Lake 
earriers carry traffic 70 percent of the miles in many cases in joint operations 
with the railroads for 30 percent of the revenue. They are not in direct com- 
petition with the railroads. However, they are in direct competition with the 
Canadian carriers that have grown in importance to almost 50 percent of the 
traffic on the Great Lakes—Canadian carriers, who by their own Canadian Ship- 
ping Act are exempted from regulation * * *” (Congressional Record, July 
22, 1939, p. 9709). 

So also did Representative Hinshaw in the following passage: 

“Mr. HInNsHAW. * * * As far as the bulk carriers are concerned, those hauling 
sand and gravel, coal, oil, and similar materials in rough bulk, it was thought 
that those commodities were of such a nature that the handling of such cargoes 
was not competitive, consequently they were left out. In this bill we are in- 
terested in competition. 

“Mr. Donpero. As it relates to the Great Lakes, is it not also true that the 
Canadian commerce is unregulated and that we could not compete with them 
unless our own Great Lakes traffic were also left unregulated? 

“Mr. HINSHAW. I may say to the gentleman from Michigan that the Canadian 
commerce is regulated except for bulk carriers. Bulk carriers are excluded 
from Canadian regulation, and we have excluded American bulk carriers on 
the Great Lakes from this regulation * * *” (Congressional Record, July 22, 
1939, p. 9750). 

Senator Wheeler also recognized that section 303 (b) had a wider application 
than the Great Lakes exemption of section 303 (c). He said: 

“These amendments are as follows: Section 303 (b) exempts transportation 
by 2 water carrier of commodities in bulk when the cargo space of the vessel 
is being used for the carrying of not more than three such commodities. Section 
303 (c) exempts contract carriers by water of commodities in bulk in a non- 
oceangoing vessel on a normal voyage during which not more than three such 
commodities are transported and the vessel passes through waters made inter- 
national for navigation purposes by any treaty. This is the exemption which 
covers the Great Lakes contract carriers. These contract carriers are in com- 
petition with Canadian or other foregin ships’ (Congressional Record, September 
9, 1940, p. 11768). 
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Senator Reed, in duscussing section 303 (b), indicated specifically its appli- 
cation to river traffic, saying: 

“We went further. On the Great Lakes there is what is known as bulk trans- 
portation. Such transportation in the main consists of coal which goes up the 
Lakes, and steel, iron ore, grain, and limestone, which comes down. With rela- 
tion to that transportation, we said: 

“ Nothing in this part shall apply to the transportation by a water carrier 
of commodities in bulk when the cargo space of the vessel in which such com- 
modities are transported is being used for the carrying of not more than three 
such commodities. This subsection shall apply only in the case of commodities 
in bulk which are (in accordance with the existing custome of the trade in the 
handling and transportation of such commoditions as of June 1, 1939) loaded 
and carried without wrappers or containers and received and delivered by the 
earrier without transportation mark or count.’ 

“To help the river carriers, which use barges, we put in this sentence: 

“‘For the purpose of this subsection, two or more vessels while navigating 
as a unit shall be considered to be a single vessel.’ 

“TI do not know what more we could do” (Congressional Record, Sept. 6, 1940, 
p. 11615). 

As will be seen, several of these statements refer to the consideration that 
American bulk carriers on the Great Lakes are in competition with Canadian 
bulk carriers, and that the latter are unregulated. By some Congressmen 
this fact was evidently regarded as a separate reason for exempting the Great 
Lakes bulk carriers. And this consideration probably explains the presence 
in the statute of the unnecessary section 303 (c), which, though limited to the 
Great Lakes, actually gives an exemption no broader than section 303 (b). 

The existence of this unregulated Canadian competition, however, should 
on any logical basis be recognized as justifying the exemption of bulk trans- 
portation on large parts of the Mississippi River system. As various witnesses 
testified before the House committee, the shipment of grain and coal in bulk 
on the Great Lakes is competitive with such shipments on the Mississippi River 
system. Changes in rates on the Great Lakes affect the flow of grain down, 
and coal up, the Mississippi. Thus, if Mississippi carriers were to be regulated, 
they would be at a competitive disadvantage with unregulated carriers on the 
Great Lakes, whether of American or Canadian nationality. 

The testimony referred to follows: 

C. BE. Childe, chairman, traffic committee of Mississippi Valley Associations: 

“Section 2 dealing with scope and application. 

“Paragraph (5) in this section, which provides that the act shall not apply 
to interstate contract carriers by water, which by reason of the inherent 
nature of the commodities transported, requirement of special equipment, ship- 
ment in bulk, is not actually and substantially competitive with transportation 
of interstate commerce, we believe that is intended to carry out the railroad’s 
suggestion that bulk freight carried on the Great Lakes shall not be regulated. 

“Bulk freight carriers on the Great Lakes is as much competitive with the 
common carriers on the rivers, and common carriers by rail, as bulk commerce 
on the rivers is competitive. 

“On the Ohio River, on the Mississippi, the Missouri, and the Illinois the 
great part of the tonnage today consists of transportation of such bulk com- 
modities as coal, grain and steel. 

“The railroads propose to regulate all that and Jeave similar commerce on 
the Great Lakes free of regulation, which would, of course, destroy the movement 
of bulk freight on the rivers” (Hearings before the Committee on Interstate 
and Foreign Commerce of the House of Representatives on H. R. 2531 and 
H. R. 4862, 76th Cong., 1st sess., p. 1015). 

Mr. Bayless, counsel for the Mississippi River System Carriers’ Association, 
Cincinnati, Ohio: 

“Congressman Mapes. Is there any reason for controlling or regulating the 
contract carriers or private carriers on the Mississippi River system which does 
not apply to like carriers op the Great Lakes? 

“Mr. BayLess. None that I know of, sir, none whatever. I do not see any. 
I do not know why all this distinction is made between the contract carriers on 
the Great Lakes and the contract carriers on the river * * *” (Id., p. 1098). 
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STATEMENT OF DAVID A. WRIGHT, PRESIDENT, NATIONAL MA- 
RINE SERVICE, INC., NEW YORK, N. Y., ON BEHALF OF NEW YORK 
STATE WATERWAYS ASSOCIATION, INC. 


Mr. Wricur. Senator Smathers, Mr. Barton, my name is David A. 
Wright. I am speaking today as president of the New York State 
Waterways Association, Inc., an organization nearly 50 years old 
which has for its purpose to foster and protect the rivers, harbors, and 
waterways of the State of New York for navigation, commerce, con- 
servation, flood control, recreation, and related functions. I am also 
a director of the American Waterways Operators, Inc., the national 
association of the barge and towing-vessel industry. My principal 
occupation is as president of National Marine Service and National 
Oil Eecuseees Corp., contract carriers of liquids and dry bulk com- 
modities upon the inland waters of the east coast, Great Lakes, Mis- 
sissippi system, and gulf coast. 

I appene here today along with other witnesses from our industry 
to lend support wherever possible to certain of the legislative pro- 
posals and to state our opposition to others advanced by representa- 
tives of the railroad industry in the hearings which commenced Jan- 
uary 13 of this year. The railroads are an essential part of the trans- 
portation complex of the Nation and we in our industry agree that 
with good management they should find it possible to perform their 
services pny just like any other essential part of the system. 

In reviewing the statements made before this subcommittee by our 
colleagues from the railroad industry, we are concerned first at an 
apparent effort on their part to create an atmosphere of urgency com- 
bined with dire predictions of national catastrophe unless Congress 
acts at once for the relief of the ailing railroads. 

On the one hand, we are told that the railroad industry cannot go 
down the path to destruction without carrying along its patrons—the 
pene aoe the standards of the American economy which have been 

uilt around and are now based upon a marketing and distributing 
system almost totally dependent upon the reliability and efficiency of 
transportation. This sounds very much like the tad XV classic, 
“Apres moi le deluge,” which literally translated means “After me 
comes the deluge.” 

On the other hand we are repeatedly told that the monopoly of the 
railroads existed only in the horse and buggy days. Beset on all 
sides by competition, they are no longer a monopoly, they should be 
relieved of regulatory restraints and permitted to exercise their own 
business judgment in order to exploit their competitive advantages. 

The two propositions are mutually contradictory. We readily agree 
that economical and reliable transportation is an indispensable ingre- 
dient of our rapidly decentralizing industrial economy which annually 
requires more transportation per capita than ever before. But the 
very upsurge of intermode competition and the availability to every 
shipper of at least two alternate means of transportation has at the 
same time reduced the degree of public dependence upon the railroads. 

Better for us to say that the essential is a strong overall transpor- 
tation system and that the weakening of any one of its branches is 
undesirable. Evidence of such weakening should be carefully exam- 
ined to determine whether that one mode of transportation is suffer- 
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ing from discrimination, from technical obsolescence or from some 
other malady. 

Certainly the railroads are not all suffering from the same illness. 
The lines of the northeast are having more trouble than those in other 
sections of the country. Even in that area some are in strong condi- 
tion. One cannot properly generalize from the particular and thereby 
justify the application of strong legislative medicine to all railroads 
to cure a localized economic illness. The passenger woes of the rail- 
roads are greatly magnified in the northeast by comparison with other 
areas. And in this region, as elsewhere, there is evidence of more 
miles of roadbed than the available rail freight volume can support. 

Accordingly, as a move to strengthen railroads in general, but par- 
ticularly those in the east, we lend our full support to the following 
proposals : 

1. Repeal of the transportation excise tax. The merits of this move 
have been stated in full, including the discriminatory character of the 
tax in favor of foreign transportation and private carriage to the 
disadvantage of for-hire American carriers in general. At this mo- 
ment, however, the proposition has even more merit than in the past, 
for in the present recession while there is talk of tax relief to stimu- 
late business, we submit that this tax is one most worthy of considera- 
tion. It reaches the pocketbook of every consumer through its mul- 
tiple application to every product he buys. The loss of revenue to 
the Federal Government through the removal of this tax should be 
largely offset by increased revenues from corporate income taxes. In 
contrast with an income tax cut, the repeal of this tax would be anti- 
inflationary, for it would stimulate through reducing prices, not 
merely by increasing demand. 

2. Transfer of final regulation of all passenger service, both intra- 
state and interstate to the Interstate Commerce Commission from the 
individual State commissions, where applicable. We subscribe also 
to Mr. Perlman’s proposal that if any public body or group were 
willing to pay for continuance of an uneconomic passenger service 
as a matter of public convenience on the basis of full costs plus a rea- 
sonable return, the ICC could order continuation of that service. 
It has always struck us as a rank injustice and a flagrant example 
of overregulation that an interstate rail common carrier could be com- 
pelled to continue losing money on local passenger operations and to 
subsidize these losses from its freight profits. 

3. We agree that the Government should do its utmost to promote 
the merger and consolidation of railroads to eliminate needless or 
duplicate facilities. 

If railroads were invented today in the presence of competition by 
trucks, pipelines, airlines, waterways, and Great Lakes, coastwise 
and intercoastal shipping, we would proceed to build a very profitable 
system which would render its efficient service where it is most needed 
without unnecessary duplication of trackage. Our present railway 
system is a composite relic of well over a thousand small lines each built 
as a local monopoly a century ago without foreknowledge of the needs 
of commerce in the 1950’s or of the availability of alternate modes of 
transportation offering faster service or lower cost service as the ship- 
per may desire. 

There is no reason why the public should continue to be asked to 
provide through higher freight charges a fair return upon an invest- 
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ment in a physical plant so grossly overextended in terms of present- 
day needs. We applaud the frankness of several of our railroad 
colleagues in appearing before this subcommittee in January who 
spoke openly of the needless or duplicate facilities in their industry. 
Last week a prominent railway president peers that through 
merger into some 20 systems the industry could save a billion dollars a 


ear. 

The railroads often seem unaware of the extent to which competi- 
tion among themselves in sapping their strength. It is ironic to find 
the railroads complaining of financial difficulties when their freight 
tonnage has been growing by leaps and bounds, even approaching the 
peaks of World War II and producing traffic densities beyond the 
wildest dreams of the glory days of that industry. Cutthroat com- 
petition among the railroads was recorded over a century ago, and the 
weakening effect of such competition was one of the reasons for 
establishment of railroad regulation. 

While regulation effectively ended rate competition among the 
railroads, it, of course, did not affect the competition among them for 
the available tonnage. As late as the 1920’s, when the rails still had 
virtually no price competition from other modes of transportation, 
it was possible to maintain at little expense the many duplicating 
miles of excess rail right-of-way and to support this maintenance with 
a low traffic density. 

The great scramble of building by the railroad barons around the 
turn of the century had left tens of thousands of miles of excess 
trackage. Practically all of this excess remains today under conditions 
when land values have increased, taxes have risen, and costs of main- 
tenance of right-of-way have been multiplied. 

I believe the outstanding example of duplication of railway road- 
bed lies in the area between Omaha and Chicago where 6 reasonably 
direct railroads are competing with each other, and 2 others that 
are more circuitous are all trying to share the same tonnage. 

There are a number of cases where 5 railroads share the traffic 
between 2 major cities, and innumerable example where 3 or 4 share 
the load. If there were some way to remove a portion of such un- 
necessary right-of-way from the competitive situation among the 
railroads themselves, the result would be a vast improvement in the 
—" situation of the railroads and a great benefit to the shipping 
public. 

The New York Central Railroad has made a big step forward in 
taking unnecessary track out of circulation through technological 
developments. There was no opposition here from local interests, 
for this was a reduction in trackage, not in road mileage. Unfortu- 
nately, insofar as way points are concerned each railroad still remains 
in some respects a monopoly, and cries of anguish are heard immedi- 
ately at the mention of discontinuance of rail service, even though 
truck facilities are available and offer faster delivery. Yet there are 
already many communities without direct rail connections, and some 
of them have attracted industries in the past few years. 

It is a vast paradox that we are spending $50 billion to develop 
an improved system of highways with direct runs among all our 
major cities at the same time that the railroads suffer from a surplus 
of roadbed, and truck operators expand in the new highways to 
further aggravate the railroads’ woes. How much better off the 
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transportation system would be in the end if some of the railroad 
rights-of-way could be used for superhighways. 

he Pennsylvania Turnpike, one of the first of the truly modern 
highways, was built as we know upon the roadbed of an uncompleted 
railroad. One would hope that this precedent might be followed 
in many cases elsewhere as a result of a wave of railroad mergers. 
But here, as in the case of passenger service, it will be necessary that 
a Federal agency assist the railroads in obtaining clearance from the 
States for abandonment of local freight service. 

Senator Smatruers. How much do you think you would save the 
Government on its overall nationwide, 41,000 mile, highway system, 
costing $31 billion, in obtaining rights-of-way, if they were able to 
get some of these rights-of-way of the railroads which in fact are 
not being constructively used any longer? 

Mr. Wricut. You are asking me, I believe, Senator, to estimate 
what the railroads would sell their roadbed for. I wouldn’t attempt 
to answer that. 

Senator Smatuers. If they would be willing to sell some of them, 
at some reasonable figure, would it not be a boon to the railroads and 
at the same time a great boon to the taxpayers? 

Mr. Wriaeut. I believe it would. 

Senator Smaruers. Thank you. I think that is a very fruitful 
suggestion that you have made. 

r. Wricut. There is, perhaps, another approach to the problem, 
The late Percy Priest, distinguished chairman of the House Inter- 
state and Foreign Commerce Committee, often asked the question, 
“Who should be expected to pay for the excess capacity of the rail- 
roads required for national defense purposes? Should it be the 
shipper or the taxpayer or the holder of railroad securities?” Un- 
fortunately, he gave no answer to the riddle before his death. It 
becomes an increasingly pressing problem. In time of war, all means 
of transportation are called upon to carry enormous increases in 
tonnage. They are limited only by efficiency and availability of equip- 
ment. 

Senator Smaruers. Mr. Wright, are you going to give this answer 
here? Is that what you are leading to? 

Mr. Wrieut. Partly. 

It is the railroads who in the past have been capable of enormous 
expansion, partly by addition of freight cars and locomotives and 
also, to a large extent, through more intensive and efficient use of the 
plant already in being. 

By contrast, the waterways industry operates normally at its peak 
efficiency and exceedingly close to its maxmium capacity, for rarely 
is a barge or towboat constructed without reasonable assurance from 
a shipper that it will be kept busy. 

The inland waterway industry has performed miracles in improv- 
ing its effectiveness since 1946 through technical advances, but be- 
cause of our high efficiency we have virtually no reserve capacity for 
possible wartime expansion without the construction of more barges 
and towboats. The publicly owned rights-of-way will, of course, ac- 
commodate expansion almost without limit. 

I quote from A Water Policy for the American People by the 
President’s Water Resources Policy Commission, 1950, 
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For rapid increase in carrying capacity per unit of steel and man-days, the 
construction of barges is the most effective solution for (rapid expansion of 
transport capacity for) dry cargo even if the comparative slowness of barge 
service is taken into account, and approximately as efficient as pipelines for 
liquids. 


About 24 tons of steel and a large amount of skilled manpower are required 
to build one 240-barrel gasoline tank car with its intricate rolling undercar- 
riage and brake mechanism, while 250 tons of steel suffice for a 10,000-barrel 
tank barge of simple box design. This obvious truth was not at first appre- 
ciated by those responsible for the allocation of strategic materials in World 
War II. Arbitrary allocations of materials, location of strategic production 
units, and routing of military supplies by those ignorant of the potentialities 
of barge transportation prevented the waterways from fully achieving their 
usefulness in the war job. This is a lesson that the Nation cannot afford to 
ignore as it prepares for future emergencies. 

When it comes to the merchant marine, indispensable to military ef- 
forts in time of war, Congress has long recognized that it must be 
subsidized in peacetime in order to preserve an expandable nucleus. 
In competition with low-cost foreign-flag shipping our merchant 
marine could not exist without an operating subsidy. 

Similarly, to support both the merchant marine and our shipbuild- 
ing facilities for emergency use, Congress has authorized a construc- 
tion subsidy, for our American-flag operators would not otherwise 
invest in ships for competition with foreign-flag operators. 

There is a third subsidy, too, involved with the merchant marine. 
This is the national defense features subsidy applicable to the con- 
struction costs of American vessels paid upon certification of the De- 
fense Department that certain features such as additional speed and 
convertibility to military use have been built into the vessel to make 
it more useful in time of war. 

There are still other forms of subsidies which Congress has author- 
ized to insure that in time of emergency our merchant marine has 
more capacity available than its peacetime commercial operations 
can support. 

There is a striking contrast between this picture of subsidies appli- 
cable to our offshore shipping and the problem of the railroads with 
respect to their excess capacity equally vital to the Nation in time of 
war. In the past, the railway industry has been expected to support 
this reserve capacity in peacetime by charging its shippers higher 
rates than would be necessary if the railroad plant were more nearly 
suited to the peacetime transportation demand. 

Congress should give serious thought to a mothballed reserve of 
rolling stock to be held in readiness for defense use, its size to be 
determined by the Defense Department and its cost included in the 
defense budget. This would solve only a minor part of the railroads’ 
problem of excess capacity however, for it is the duplicated rights-of- 
way which represent the major headache of the industry in peace- 
time. 

Freight traffic density on the existing railways varies broadly by 
regions from roughly 6,500 ton-miles per day per mile of road in the 
western district to 10,000 in the eastern district and has been nearly 
24,000 in the Pocahontas region as compared with a national average 
of roughly 7,800. The figures would suggest that the maximum World 
War II traffic density of 9.300 ton-miles per day could be handled on 
half of the present trackage and still leave plenty of margin for ex- 
pansion before approaching the peacetime traffic density of the Poca- 
hontas region. 
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With application of the modern techniques of traffic control now in 
use by the New York Central, the railways would indeed be a far more 
efficient branch of our national transportation system than they now 
are, and one which would still easily ie capable of the necessary war- 
time expansion of traffic. The thought is not so preposterous as it 
sounds; we state it here to stress the point again that the biggest 
problem of the railroads is their competition with each other to sustain 
an enormously overexpanded physical plant. Their complaints of 
unfair competition from modes of transport preferred by shippers 
because of lower costs or better service have a hollow ring against 
the background of these few figures. 

The 9-percent decline in operated rail trackage since its peak in 
1930 reflects no competitive attrition, but rather an inadequate attempt 
to reduce the burdensome costs of plant which could not be comfort- 
ably supported with a 45-percent growth in traffic ton-mileage and 
an increase in average revenue per ton-mile of the same order of 
AGED during the same period. 

ome of the railroads have proposed income tax relief through the 
route of construction reserve funds and similar devices as a cure for 
some of their problems. Others have recommended outright Govern- 
ment ownership of rolling stock and lease of these facilities to the rail- 
roads as a means of saving capital. Such measures intended openly 
for the benefit of only one form of transportation might have been 
seriously considered in 1940 when the railways were relied upon to 
handle 65 percent or so of the Nation’s freight traffic. 

But today Congress would surely insist that any such schemes be 
made available to all forms of transportation. With the railroads’ 
net income for 1957 reported as 514 times its 1940 level, virtually 
equal to its wartime average, and with the railroads carrying only 
40 percent of the total freight traffic, what justification can there be 
for discriminatory tax benefits or one-sided Federal aid in the leasing 
of vehicles? The waterways industry joins others in opposing such 
measures. 

Before we turn to the subject of reducing the rate regulation of 
railways, let me outline brie y the composition and workings of the 
inland waterway industry. We are an industry of small business, by 
anyone’s standards. 

here are some 1,700 carriers, of which only 3 or 4 companies have 
gross revenues as high as $20 million. Our traffic has grown enor- 
mously since the war from 28 billion ton-miles in 1946 to 110 billion 
in 1956. Most of this growth has taken place in the midcontinent area. 
Our productivity increased more than 150 percent in the 10-year 
period beginning 1945. We operate on 28,000 miles of waterways, in- 
cluding some 7,000 on the east coast, 2,000 on the Pacific coast and the 
remaining 18,800 comprising the connecting systems of the Mississippi, 
Missouri, Llinois, Ohio Rivers, and the Gulf Intracoastal Waterway. 
On this entire system traffic density in 1956 was nearly 11,000 ton- 
miles per mile per day, roughly 50 percent higher than the average 
for class I railroads. Some 10 percent of our total traffic is on the 
waters of the Atlantic coast, 6 percent on the Pacific coast, and the 
remaining 84 percent in the midcontinent area and gulf coast com- 
bined. 

We deal very largely in low-grade bulk commodities which, to move 
at all, must move at low rates. Somewhat less than 10 percent of 
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the total tonnage consists of “mark and count” commodities whose 
carriage by water the 1940 Transportation Act placed inherently 
under ICC regulation because it was competitive with rail transporta- 
tion. The regulated carriers of these commodities have prospered 
since the war, at least on the Mississippi system, while the balance 
of the industry exempt from regulation as either private or contract 
carriers have also done well, judging from their growth in size and 
numbes and the volume of their traffic. 

The record of bankruptcies in the industry is extremely good. There 
is a vigorous and healthy rate and service competition among these 
exempt carriers of bulk commodities; this competition, combined with 
rapid progress in technical improvements, has maintained rates at 
levels primarily governed by unit cost of transportation, thus insuring 
a maximum of public benefit from the public improvements of the 
waterways. As an illustration of this progress, on the Mississippi 
system petroleum barging rates have fallen from their wartime level of 
334 mills per ton-mile to 2 mills per ton-mile at the present time. 

The exempt carriers, intent upon rate competition among them- 
selves, are often unaware of any interest on the part of the railroads 
in the low-grade traffic which they carry. The oil carriers, of course, 
feel pipeline competition from time to time, but in the field of dry bulk 
commodities most of the industry’s growth has resulted from the 
location of new plants on the waterways and new movements of cargo 
which might not have moved at all at higher rates. Average rail costs 
on a fully distributed basis are generally 3 or 4 times the rates pre- 
vailing on river transportation of dry bulk materials. Thus there 
can be no cost competition between rail and water carriers of these 
commodities. 

In spite of their cost disadvantage, the railroads have two weapons 
which they used once before to kill our industry and which today could 
be used for the same purpose if their regulatory restraints were to be 
relaxed. 

One of these is the device of going into the barging business. The 
fighting ships concept worked most effectively before the turn of the 
century in bankrupting river operators as well as shipowners on the 
Great Lakes. . For this reason, our industry is firmly opposed to any 
legislation permitting railroads to own or operate barging companies. 

The other weapon of the railroads with which our industry could be 
quickly put out of competition is the further extension of the internal 
subsidy which has been inherent in the railroad business from its 
inception. 

Since water carriers are confined to the routes God provided, 
whether or not improved by man, they are particularly vulnerable to 
attack from a nearby railroad which may choose to compete regardless 
of cost. In the absence of appropriate restraints, the rail carrier may 
drop his rates on the water-parallel route to whatever level is neces- 
sary to capture the traffic. His losses resulting from this operation he 
can subsidize by increasing rates elsewhere on traffic which will move 
at rate levels substantially higher than the rail cost. Regulated com- 
mon carriers by water on the east coast are now virtually out of business 
as such through this process, even in the presence of ICC regulation, 
and depend mainly on exempt traffic for their livelihood. 

A spokesman for the common carriers on the Mississippi system is 
stating before this subcommittee their keenly felt fears at the prospect 
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of any further relaxation in rate regulation of the railroads. Common 
carriers of the east coast, and other carriers throughout the industry 
join in opposing any legislation which would inject the three shall-nots 
into the rules of ratemaking. 

The so-called water-compelled rates of the railroads made possible 
through their internal subsidy have sometimes been claimed as one of 
the benefits of waterway improvements. To the extent that these 
depressed rates exist and that a huge tonnage moves at these rates, the 
shipping and consuming public in waterway communities does, of 
course, Benefit. 

A recent analysis shows that about two-thirds of the Nation’s 
population resides in counties at least one-half of whose area is sit- 
uated not over 50 miles from navigable waterways. Ninety-four 
percent of our 1950 population resided in States which benefit 
directly from the navigable waterways. The 22 largest metropolitan 
areas in the Nation are so located that they have direct access to 
water traffic. 

In short, our population is settled very largely close to the water- 
ways, partly at least for the benefits of low-cost transportation. Yet 
many of the commodities consumed along the rivers, lakes, and sea- 
coasts have their origin inland, and the movement of these mate- 
rials—coal, agricultural produce, ore, et cetera—must bear its share 
of the losses from the water-parallel traffic. The manufactured goods 
which move by rail in the highest rate classifications should be ex- 
pected to provide the majority of the subsidy, but it is in this area 
that truck competition now provides a ceiling. 

One cannot help wondering whether the railroads would not be in 
better shape financially if they would stop their efforts to increase 
tonnage on water-parallel routes at losing rates. Reversing the proc- 
ess of the internal subsidy, in fact, and actually reducing their “loss 
leader” volume on water-parallel routes would make it possible for 
them to compete more effectively with trucks at the opposite end of 
their rate schedules. 

A prominent railroad spokesman has actually proposed this change 
in ratemaking philosophy, pointing to the obsolescence of the present 
rail rate structure based upon the theory of charging all the traffic 
will bear. We in the waterway industry for whom cost is the gov- 
erning factor in ratemaking endorse his theory completely. The 
future of railroading we are confident will be found in the vast 
middle ground between the floor of pipeline, waterway, and trans- 
mission line costs on the one hand and the ceiling of truck costs on 
the other. 

To illustrate what we in the barging industry understand most 
clearly and fear most greatly when the railroads ask for greater lati- 
tude to exercise their judgment in ratemaking, let me cite a brief 
example, a rate matter currently under consideration by the ICC. 

The New York Central Railroad, referring to water competition, 
recently reduced its rates on corn from 23 cents to 514 cents per hun- 
dredweight and fully distributed costs on the order of 13 cents. The 
proposed water-compelled rate was allowed to become effective sub- 
ject to investigation and final determination by the ICC. 

Is the ability of the railroads to compete in this manner one of their 
inherent advantages which, through even greater freedom in rate- 
making they would like to exercise more broadly? We fear it is. 
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All of this traffic is now moving by rail. And even under existing 
law and policies of the ICC the present latitude of the railroads with 
their internal subsidy to cut rates regardless of cost is quite sufficient 
to deal us a severe blow. 

Senator Smaruers. Mr. Wright, I want you to brief a little bit. 
We have another witness here, and it is now 10 minutes to 5. We have 
listened very patiently. We have asked you to brief your statement 
and extemporize it, and you are reading it word for word. We will 
make it all a part of the record. It is all very good, but there is a 
human limitation to this thing, too, and we understand it. We have 
it up here pretty much. 

ill you begin to get to the end of this? 

Mr. Wricut. I shall hasten along. I have been skipping, as you may 
have noticed. 

Senator Smaruers. It has been very good and very helpful; but 
move right along. 

Mr. Wricur. Ironically, the more successful the railroads are in 
obtaining tonnage through such tactics the greater their losses become 
and the Aes their demands to Congress to be given greater freedom 
to deal with competition. The worst cases of all, economically, are 
those where the railroads are victimized by the shippers in publishing 
abnormally low rates where no water competition exists. We can cite 
a number of such cases. 

Ever since presentation of the so-called Cabinet Committee Report 
on Transportation in 1955 the Interstate Commerce Commission has 
been acting with increasing tempo to allow rail rate cuts intended to 
take traffic off the waterways, as though guided by a new mandate from 
the Administration. The effect of these new policies is to give the 
rails administratively almost all the discretion that the Cabinet Com- 
mittee proposed be given them by act of Congress. The express policy 
of Congress to provide for fair and impartial regulation so admin- 
istered as to “preserve the inherent advantages of each” mode of trans- 
portation has been contravened. Regulated water carriers are being 
subjected to a mounting erosion of their traffic by the railroads. 

Before turning finally to the question of user charges or tolls on the 
inland waterways, let me present a brief analysis of the commodity 
distribution of inland waterway traffic, and this is very important, 
Senator. Roughly 35 percent of all inland waterway tonnage consists 
of petroleum and its products, ranging from asphalt and heavy fuel 
oil to the petrochemicals but very largely made up of gasoline, light 
burning oils and crude oil itself, all of which are capable of moving by 
pipeline. The differential in cost between barging and pipeline is 
quite narrow. In fact there are many cases where pipeline costs are 
lower than barging, but the oil companies have better use for their 
capital than to invest in pipelines. None of this petroleum barging is 
in any sense of the word competitive with rail transportation. 

Roughly 25 percent of all waterway tonange nationwide consists 
of bituminous coal. Part of this is coke coal, and the very rapidly 
growing portion of it is for a utility’s use. And here the economics 
are such that it is actually cheaper to move energy in the form of coal 
by barge than it is to build a plant at the mine and move the energy 
over electrical transmission lines. 

Of this amount, a portion is coking coal used in the steel mills 
and the balance a rapidly growing volume of utilities coal which is 





PROBLEMS OF THE RAILROADS 1315 


consumed by electric powerplants. The economics of energy trans- 
mission for the utilities is such that it is actually cheaper to move raw 
energy in the form of coal by barge or gas by pipeline than to move 
coal by rail or electrical energy by overhead transmission lines. For 
this reason, where gas is not available or too high in price the most 
important question is whether to locate the generating station at the 
coal field or near the center of electrical load. Wherever river trans- 
portation is available under present conditions it pays to locate the 
generating station at waterside as close to the load center as possible. 

In the absence of water transportation between the mine and the 
load center, some of the largest modern stations are being built di- 
rectly at the mine mouth, demonstrating that with higher voltages 
the modern transmission lines offer greater economy of energy trans- 
mission than the movement of coal by rail. Here, again, there is a 
clear demonstration that the barge transportation of coal for utilities 
peneees is not competitive with the railroads. It is the transmission 
ine with which our industry competes. 

The third major category of inland water tonnage consists of sand, 
gravel, seashells, and ene rock whose volume constitutes nearly 
20 percent of the total. These low-grade raw materials for the con- 
struction industry are commonly dredged out of riverbeds or banks 
and move by water a short distance, generally not more than 30 or 
40 miles to a metropolitan area where they are cons.uned. Invariably 
they arrive at their final point of use by truck from the oarge terminal. 
Shoreside sandpits and gravel quarries are so commonplace that in 
almost every waterside city the truck requires only a few miles more 
driving to obtain the raw material from such a source rather than 
from the barge terminal. Here, again in a major commodity the 
barging industry is not competitive with rail transportation. 

The 3 general commodity categories just named account for about 
80 percent of all the inland waterway traffic. The other commodities, 
including grain, cement, chemicals, lumber and pulpwood, iron and 
steel, sugar and sulfur, rafted logs, and many other account for the 
remaining 20 percent. 

If the user charge or toll on water traffic as proposed by the rail- 
roads were imposed by Congress as a means of recovering the cost 
of operating the waterways, an understanding of the facts I have 
just presented will demonstrate that the charge would be self-defeat- 
ing. The narrow margin between petroleum barging rates and pipe- 
line costs would be upset, driving the great majority of petroleum 
tonnage off the waterways, the toll would simply move the petroleum 
into pipelines. 

Similarly, in the case of coal the toll would very shortly have the 
effect of moving the coal in the form of electrical energy through 
transmission lines, and with respect to the sand and gravel, the trucks 
would pick it up shoreside and eliminate the water haul. 

If the remaining 20 percent of the total barge tonnage in other 
categories continued to move by water, it would presumably have to 
carry the entire cost of operating the waterway system, and with 
such an enormously high toll, no doubt a lot of it would cease to 
move at all. Of that which continued to move, some of it would 
be diverted to trucks and certainly some to the railroads. 

If it were the purpose of the railroads in proposing waterways 
tolls to have the Government recover the cost of maintaining the 
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waterways, this objective would not be achieved. If it were their 
purpose to drive traffic from the waterways to the rails, this purpose, 
too, would not be achieved except for perhaps 5 or 10 percent of the 
total. 

Nevertheless, the railroads would stand to benefit from application 
of user charges on the waterways. The main advantage for them— 
and it must be an enormous one, judging from their insistence in pro- 
posing tolls—would be to enable them to increase all of their water- 
compelled rail rates which now must be subsidized internally by 
their profitable traffic. Yes; we must admit that the railroads would 
benefit through this means from a waterways user charge. 

On the other hand, who would suffer from a toll? The consumer 
of petroleum products would pay a higher price for gasoline and 
heating oil. It has been estimated at about 2 cents a gallon in many 
areas of the country. This is the public. 

The consumer of electrical power would pay an increased rate 
through application of the fuel adjustment clause in his typical con- 
tract. The consumer of iron and steel would have to cover the in- 
creased cost of coking coal and of iron ore moving on the Great 
Lakes. The builder of highways would have to increase his charges 
to Federal, State, and local governments to recover his higher costs 
of raw materials. The farmer would have to pay more for his fer- 
tilizer and would receive less for his grain. The price of newsprint 
would be increased and the cost of home building with lumber would 
have to go up. The price of coffee would be increased and it would 
cost more to put sugar in it. 

Those manufactured goods upon which the railroads rely so heavily 
to sustain their profits are produced in a remarkable number of cases 
in plants which receive their raw materials by low-cost water trans- 
portation. I wonder whether those goods would still be shipped from 
these plants? It would appear rather that the costs of transporta- 
tion of all raw materials would be distorted upward, upsetting the 
distribution patterns which have caused industries throughout the 
Nation to locate their plants as close as possible to their market 
centers. It would be difficult to imagine a piece of legislation more 
disruptive to the economy than the imposition of user charges on 
waterway traffic. 

Some important lessons can be learned from a brief examination of 
the history of the New York State barge canal. So important is the 
story of the canal to the growth and development of the Empire State 
and to its continued economic well-being today, and so unique is its 
history by comparison with other waterways in the Nation, that we 
feel it worthwhile to take a few minutes of the committee’s time to 
look back. 

The value to a young and growing America of a through water 
route from the Atlantic coast to the Great Lakes was recognized well 
before the end of the 18th century. Thomas Jefferson, realizing that 
the construction of such a canal would properly be a Government ac- 
tivity, presented a plan for the application of Government funds to 
the canals early in the 19th century, but no Federal action was taken. 
A formal study of the possibilities of a waterway connecting Lake 
Erie and the Hudson River was undertaken beginning in 1808 by a 
joint committee of the New York State Assembly. The committee 
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found little Federal interest in the proposed canal because of the im- 
minent war with England. 

It was not until 1817 that an act was finally passed by the State 
legislature for the construction of a canal with a 4-foot channel from 

any to Buffalo. A canal commission was appointed and author- 
ized to build the canal and to fix and collect tolls. The route from 
Buffalo to New York was officially opened to navigation at last in 1825 
amid great celebration at every community along the route. 

By coincidence, it was in the following year that the first railroad, 
the Mohawk & Hudson, was chartered. This event marked the be- 
ginning of frantic railroad building in the State, and it is certain 
that both modes of transportation contributed greatly to the unprece- 
at rise of industry and commercial supremacy of the Empire 

tate. 

In 1831 the Mohawk & Hudson Railroad was operating from A1l- 
bany to Schenectady, a distance of 15 miles. But in chartering the 
railroads, the legislature was torn by conflicting sentiments, a desire 
to preserve the revenues of the State waterway and a wish to let the 
State have steam railroads which, for some purposes at least, were 
obviously superior to canals. The legislature was careful to do noth- 
ing which might interfere with the canal revenues or retard the 
payment of the debt. 

he Utica & Schenectady Railroad Co., the second link in the cen- 
tral line of railways in New York, was authorized in its charter to 
carry passengers and their baggage and was forbidden to transport 
freight. The charter of the Auburn & Syracuse road, granted in 1834, 
required the railroad to pay into the canal fund the same tolls on 
freight carried—except for passengers’ baggage—as was required to 
be paid to the State for cargo moved on the Erie Canal. 

The charters of the Auburn & Rochester Railroad and of the Syra- 
cuse & Utica line, which were granted in 1836, required payment of 
the canal toll on rail freight only during the open season of canal 
navigation; 8 years later, the permit was extended to the other rail- 
roads to carry freight during the suspension of canal navigation in 
each year, but the requirement that such freight should pay its share 
of canal tolls was continued. 

In 1848 the principle of imposing canal tolls upon the railroads was 
further extended, the general railroad law of that year providing that 
any railroad company formed under law, the line of which should run 
parallel or nearly parallel to a canal owned by the State, should be re- 
quired to pay tolls upon all property carried, except the baggage of 
passengers. 

Another act passed in 1850, however, provided that “meat cattle, 
horses, sheep, and fresh meats may hereafter be transported upon any 
railroad in this State without being liable for the payment of canal 
tolls.” This, we believe, was the first agricultural exemption. 

Railroad companies had for several years been objecting strenuously 
to the payment of canal tolls. It was apparent that the central line 
of railroads—about to be consolidated into a single system—would be 
at a serious disadvantage if the collection of tolls were continued on 
that road and no tolls imposed on the New York & Erie Railroad 
which, in 1851, was opened between Piermont—15 miles up the Hud- 
son from New York—and Dunkirk—on Lake Erie, 50 miles southwest 
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of Buffalo. There was an animated discussion of the entire question 
of canal tolls in the legislature. For several years canal receipts had 
been large, and the fear of serious railroad competition had been in a 
measure dissipated. As a result, no great difficulty was encountered 
in securing the enactment of a law in 1851 which abolished all canal 
tolls which railroad companies had previously been compelled to pay. 

After the passage of the act exempting Gailoonde from the payment 
of canal tolls, there was a sharp decline in canal traffic and a marked 
decrease in canal revenues. The decline in traffic was due in part to 
the general economic conditions of the period, but it was chiefly due 
to the fact that the trunkline railroads, by lowering their freight rates, 
were able to attract some of the freight that had previously passed 
through the canal. The reduction in railroad rates was caused partly 
by the desire of the railroad managers to capture the canal traffic, but 
the chief cause was the intense competition among the railroads 
themselves. 

The State engineer and surveyor of New York, in his annual report 
of railroad statistics of 1855, criticized the excessive reduction of rail- 
road rates. He said: 

The charges for transportation have been reduced to the present low rates 
from a mistaken opinion that it is necessary for the public to be shown large re- 
ceipts, to accomplish which it was necessary to enter into competition with rival 
roads and water lines * * *. 

The alleged necessity of showing large receipts still exists; and the attempt 
to maintain the business diverted from rival roads being abandoned, a competi- 
tion with water lines is commenced for the transportation of the heavy and cheap 
articles of freight, which can only be maintained by rates nearly or quite as low 
as those charged upon lakes, rivers, and canals, and too low * * * to give a fair 
remuneration to the railroads * * *. , 

Sufficient information has been elicited from the railroads in this and other 
States * * * to warrant the belief that a considerable portion of freighting 
business now done by your railroads yields no profits at the present rates * * * 
(New York Senate Document No. 35, 78th sess., 1855. ) 

The auditor of the canal department in his annual report the same 
year called attention to the decline of revenues of the canal system, 
asserting that “the diversion of tonnage by the railroads from the 
canals is of great and serious character.” 

Gov. Myron H. Clark, in a special message to the legislature March 
20, 1955, argued strongly for reimposition of the canal tolls upon the 
railroad tonnage of all railroads diverting business from the canals. 
A majority of the committee of ways and means of the assembly made 
a wees supporting the Governor, but it was not possible in that year 
or through repeated attempts in later years to bring about a return 
of the policy of imposing canal tolls upon the railroads. 

They were never restored, but instead the State continued the process 
already begun of reducing tolls on canal traffic. In 1839 the average 
toll was $1.12 per ton; in 1850 it was $1.06; in 1860 it was $0.64 and 

adually it was further reduced to $0.12 a ton in 1882. But regard- 
eS of these reductions, in the absence of restraint upon the railroads 
in their competitive onslaughts against canal traffic, the waterway 
tonnage continued to shift to rail. A referendum by the people of 
New York in 1882 resulted in the abolition of all tolls on the canal 
system. 

Daring the toll era receipts from the Erie Canal traffic were for a 
long time the main source of revenue of the State government. Their 
total in the period from 1817 through 1882 was over $121 million. 
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After returning the total cost of the canal of $79 million they pro- 
duced a net direct profit to the State of $42,500,000. 

The experience after discontinuance of canal tolls was that cargo 
moving on the Erie Canal continued to diminish as more and more 
traffic was diverted to rail. It was during this period that the so-called 
“straw hat” rail rates were introduced, which enabled traffic to move 
at low rates during the canal season, but on the same commodities 
charged a much higher tariff during the winter. This was a seasonal 
demonstration of the internal subsidy concept. 

As canal traffic showed signs of drying up completely, rail rates in 
the absence of water competition began to rise. And eventually public 
indignation over increased rail rates forced the State to decide in 1903 
to modernize the canal and provide a new 12-foot waterway. Locks 
were enlarged and the channel widened, an improvement project cost- 
ing nearly double the total cost of the old Erie Canal. Construction 
work was not completed until 1918 and the modernized canal had a 
total length of 525 miles, including land cuts, canalized rivers, and 
57 locks. It extended from Tonawanda to Waterford, with branches 
to Oswego and into the Finger Lakes and another section connecting 
Lake Champlain with the Hudson also at Waterford. 

In the middle 1930’s, after an unsuccessful attempt on the part of 
Congress and the Secretary of War to have the New York State Barge 
Canal turned over to the Federal Government for operation, Congress 
authorized further improvements in the canal without reference to the 
transfer of ownership. There was no reference either to the toll ques- 
tion, since the State constitution specifically provided for freedom 
from tolls on all State canals. 

Work under the Federal authorization of 1935 has continued slowly 
to the present time, with expenditures in excess of $22 million pro- 
viding for the deepening of the canal to 14 feet between locks and 
13, feet over the sills of the locks themselves, the raising of fixed 
bridges and the widening of the canal in some sections. This work has 
not yet been finished, but we are hopeful that Congress will increase 
its appropriation for this purpose this year. 

e history of the New York canal system may be viewed as a valu- 
able object lesson for this subcommittee. New York State may be 
looked upon as a testing ground in which it has long since been dem- 
onstrated that only in the infancy of railroads was a user charge feasi- 
ble on water traffic. In the maturity of the railroad industry, inland 
water transportation can exist only to the extent that railroads are 
restrained by regulation from the destructive use of their internal 
subsidy. Water transportation is the result, not the cause of water- 
way development. If the Government provides a right-of-way by 
means of improved rivers, canals, and lakes, the transportation bene- 
fits of these improvements will be derived by the public in the long 
run only when traffic moves through these channels in watercraft. 

The postwar growth of our industry is the direct result of success 
on the part of Government in restraining railroads from destroying 
the water traffic at a time when technical improvements were increas- 
ing the cost differential between rail and water transportation. Bene- 
fits to the public resulting from waterway improvements have been 
maximized during this period. These benefits will be reduced and 
shortly eliminated if Congress enacts either of the two key proposals 
of the railroads, Relaxation of regulatory restraints against de- 





1320 PROBLEMS OF THE RAILROADS 


structive competition can, in the long run, destroy the public benefits 
just as effectively as the imposition of tolls. 

Indeed, the long-term continuance of the — policies of the 
Interstate Commerce Commission can eventually have the same effect. 

We of the New York State Waterways Association submit to this 
subcommittee that the public interest. will best be served if the rail- 
road industry exert its efforts in improving its own efficiency and 
reducing its own needless duplication of facilities than in seeking leg- 
islation with which to throttle its more efficient competitors. 

The balance of my statement, Senator, consists of a brief review 
of the history of tolls on the New York State Barge Canal, which is 
of particular interest as an object lesson to the committee. For only 
in the State of New York, to my knowledge, do we have a situation 
where tolls were actually applied, they proved themselves self-defeat- 
ing in the presence of rail competition, they were eliminated, and we 
still have today the only canal in the United States which is operated 
by a State rather than by the Federal Government. 

The interesting point in this chronology is that when the Erie Canal 
was placed in service, the first railroad in the State was chartered the 
next year, and the traffic on the Erie grew by leaps and bounds until 
a system of railways was put together. 

he State of New York was interested in protecting its revenues 
into the State coffers of the canal fund to repay its investment in the 
canal. Therefore, in chartering these short lengths of railroad which 
were later put together to form the New York Central system, the 
first few railroads were actually required to pay into the State canal 
fund a toll on each ton of traffic that moved on the railroad, the same 
toll that was charged on canal traffic. 

Step by step, as these railroad links were chartered, one by one, 
this formula was progressively changed. A railroad, for example, 
was chartered with permission to carry freight traffic only during the 
winter when the canal itself was shut down. Later there was a great 
clamor from the railroads for abolition of this application of canal 
tolls on rail traffic. The argument was that another railroad, run- 
ning from Piermont, about 15 miles up from New York City, diago- 
nally across to Erie, Pa., had been chartered or was being acu 
without any requirement to pay canal tolls. Competition then be- 
tween that railroad and this system that ran parallel to the canal 
would be unfair. 

Eventually, in 1851, the application of the canal tolls on rail traffic 
was abolished. Very shortly afterward the railroads began to take 
the balance of the canal traffic off the water. 

The Government and the ways and means committee of the leg- 
islature wanted to reinstitute the canal toll principle applied to rail 
traffic, but it was out of their hands. The legislature wouldn’t do it. 
Eventually the only recourse that the State had was to progressively 
decrease the canal tolls until in 1882 they abolished them completely. 
In spite of that the railroads continued to take the canal traffic off 
onto the rails. 

It was necessary, in fact, when all of the canal] traffic dried up and 
when rail rates then went sky high, that people in New York State, 
in order to preserve low-cost transportation, had to rebuild the canal 
completely, and modernize it at the cost of $100 million or so, and in- 
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deed it is now in process of further modernization in an effort to re- 
store traffic to what it should be. But still the real peak of traffic on 
the New York State Barge Canal system occurred in 1870. 

Senator Smaruers. Thank you very much, Mr. Wright. We ap- 
preciate your testimony. It has been helpful. 

Mr. Wrieut. Thank you, sir. 

Senator SmMATHERs. Our last witness is Mr. Ralph B. Dewey, vice 


president of the Pacific American Steamship Association. 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr, Dewey. You are very patient to continue this hearing through 
the late hours of the afternoon. I will be very brief, I assure you. 

My name is Ralph B. Dewey, vice president, Pacific American 
Steamship Association, which consists of the principal American-flag 
steamship operators on the Pacific coast. Among our member com- 

anies are several long-established intercoastal ship operators and it 
1s on their behalf we offer our views in this proceeding. 

As the subcommittee is aware, intercoastal ships are an important 
segment of American transcontinental commerce and form a ready 
auxiliary to the Defense Establishment in the event of war. Indeed, 
the early Allied invasions in Europe and the Pacific in World War II 
were supplied by merchant ships only recently withdrawn from the 
intercoastal trade of the United States. 

It has been of keen interest to hear and read testimony of the rail- 
road witnesses. We find many parallels in the problems portrayed 
by the railroad lines with those facing the intercoastal lines. We, too. 
have extensive replacement obligations with inadequate set-aside of 
reserve; we, too, have woefully madequate working capital; nor has 
our segment of the transportation industry been able to keep up with 
the level of the general national prosperity. Similarly we, too, have 
taken steps to increase productivity on our equipment by means of a 
host of technological improvements in an attempt to surmount the 
everpresent cost-price squeeze. 

Another parallel with rail operations is in the realm of traffic 
volume. The railroads point with alarm to their reduced share of 
intercity freight movements. Intercoastal lines have likewise lost 
their percentage position and, indeed, are now carrying less tonnage 
intercoastally than was carried in 1939. Coastwise carriers have only 
a fraction of their prewar tonnage. 

This has come about in large part due to the constant downward 
pressure on the rail-rate structure whever water competition exists. 
We keep reading about the large percentage increase in rail rates 
since the end of World War II, but let me assure you that these in- 
creases have not been taken on many commodities competitive with 
our vessels. 

However, it will not be my purpose in this testimony to belabor our 
differences with the railroads. This is a subject too lengthy for the 
brief time allocated me here. I prefer to turn to more constructive 
comments on the subject matter that has already been presented by 
railroad witnesses. 
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AGRICULTURAL COMMODITY EXEMPTION 


Intercoastal carriers would support legislation to do away with the 
agricultural commodity exemption in the Motor Carriers Act. How- 
ever, we realize that there is room for compromise in this regard. We 
would, therefore, urge at the very least legislation to limit this ex- 
emption ot transportation from the point of production on the farm 
to the point where the same producer loses direct control; or to put it 
another way, to the first point where processing and/or marketing of 
the farm products begins. There is legislation before this committee 
to accomplish this. We think hearings on this kind of legislation is 
of utmost urgency and should be given top priority on your sub- 
committee agenda. 

As now administrated, the agricultural exemptions are paradoxical 
and border on the ridiculous. Beef on the hoof is exempt but prepared 
meat is not. At the same time, fruits and vegetables, in both their 
natural state and in their processed state, including frozen, are exempt. 
It is a short step from exemption from frozen food products. It is 
a short step from exemption from frozen food products to exemption 
for canned goods, at least if the trend in court decisions in this matter 
are any indication. 

Further paradoxes in this regard occurred recently when the Inter- 
state Commerce Commission gave exemptions to foreign farm products 
such as coffee, tea, and cocoa beans. Indeed, Mr. Chairman, if the 
Congress intended that the agricultural exemption should benefit 
the American farmer, they have gone far astray. 

By and large, Mr. Chairman, we are supporters of the railroads 
in this matter rather than being directly involved ourselves. We 
operate in competition with transcontinental rail rates, and to the 
extent these rates are held at unnatural levels due to exempted truck 
competition, we get hurt. 


GOVERNMENT RATE REDUCTIONS 


We are strongly in support of legislation to repeal those parts of 
section 22 of the ICC Act which authorize rate concessions to Federal, 
State, or municipal governments. This problem has for too long 
been portrayed as only a Defense Department problem. It is much 
more than that and includes the whole realm of farm commodities 
moving under CCC control. Competition between the Government 
and private shippers as regards rates has no place in the American 
transportation system. 

CONTRACT CARRIERS 


We support legislation to place restrictions upon private surface 
carriers who perform common carrier services through “buy and sell” 
devices. 

EXEMPTION OF VESSELS CARRYING BULK LIQUIDS 


Intercoastal vessels designed for carrying liquid cargo are com- 
pletely exempt from regulation. Competition by such carriers has 
always existed to some degree in our trade and has proved an un- 
settling factor. We would like to see this exemption removed. 
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TRANSPORTATION TAX 


Intercoastal ships are primarily burdened by the 3-percent freight 
tax since we no longer carry passengers to any extent. All of our 
vessels serve consumers at the end of a long haul and hence this 
argument presented so often in these proceedings applies in full force 
in the intercoastal trade. We have been greatly encouraged to see 
the forthright statement by the chairman aoe some 14 of his colleagues 
s advocating the repeal of these onerous taxes at the earliest possible 

ate. 

We have among our membership a number of long-established in- 
tercoastal steamship lines. These companies have operated ships long 
before even the Panama Canal was opened. 

We have read the railroad testimony and find a number of parallels 
in their experience, deteriorating experience, and our own. We have 
been unable to garner enough working capital to really progress as 
we think we should. We have set aside inadequate funds. We have 
not participated in the measure of prosperity that other industries 
have. We have taken the steps that the railroads have in terms of 
technological improvements, yet we still face a deteriorating situation 
in the intercoastal trades. 

One of the parallels of the railroads is in the realm of traffic volume. 
The railroads point with alarm to their reduced share of intercity 
traffic. However, their share, their volume is still larger than it was 
prewar. In our case, both intercoastal and coastwise carriers, we not 
only don’t have the share of intercity traffic we once had, we don’t have 
the traffic we once had. 

One of the reasons for this, Mr. Chairman, is the constant down- 
ward pressure on the rail rate structure wherever water competition 
exists. I think we have heard this testimony all afternoon. 

We keep reading about the large percentage increases in rail rates 
since the end of World War II. Let me assure you these increases 
have not been taken on many commodities competitive with our ves- 
sels. However, I would like to accentuate the positive and mention 
some things with which we do agree with the rail lines, and I must say 
with all seriousness that we share their concern for their end of the 
transportation industry. 

The agricultural commodity exemption is one that we take some 
serious objection to. It has burgeoned out into fields never intended 
by the Congress. The farm-to-market concept has broadened to the 
pens where processed goods are now involved. There are paradoxes 

tween various kinds of processed goods. For instance, meat on the 
hoof is exempt, and processed meat 1s not, whereas in fruits and vege- 
tables in the natural state and in their processed frozen state, both of 
those are exempt. There is a constant chipping away between the 
processed farm commodities and the natural state. 

Within the last few weeks the ICC has given exemptions under the 
Motor Carrier Act to foreign farm products—coffee, tea, and cocoa 
beans. If Congress intended that the agricultural commodity exemp- 
tion should benefit the American farmer, they have gone far astray. 

Actually, we are not as directly concerned with the exemption for 
farm products as are the railroads. However, in many instances the 
railroads, in order to meet the competition that arises out of these 
agricultural commodity exemptions, forces them to reduce their rates 
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below the point of compensatory return, and we begin to find ourselves 
competing with them in a fashion that is illogical and uneconomic. 

Recently in dried fruit, which is a large-volume commodity moving 
in intercoastal trade, the railroads, by reason of exemptions to the 
trucks, moving dried fruit from California to the Midwest area, 
dropped their rate rather precipitously, and also dropped it on the 
movement of dried fruit beyond the Midwest into the eastern area. 
So that what we got was a transcontinental drop in the dried fruit 
rate, born out of the agricultural exemption to the trucks, and it was 
that transcontinental movement that we got caught in the middle of, 
and we lost a lot of dried fruit business that had been going to inter- 
coastal lines for 4 years. 

Another point that we share with many forms of transport is the 
removal of the permissive reduced rates on Government shipments. 
Many, many times we get ourselves quoting fixed tariff rates, which 
indeed we must do, and we don’t know what other forms of transport 
are charging for the same things because of the secrecy of the rate and 
because of the unknown rate level in Government shipments. 

On the transportation tax, we share the same view as everyone 
else—we think it is uneconomic, it is illogical and a wartime hang- 
over. More than that, if you repeal the transportation tax on 
freight—let me say parenthetically our interest in passenger taxes 
is minimal, but on freight it is rather significant—if you repeal it 
you will correct a discrimination which now exists on the transporta- 
tion tax, the freight tax, on commodities moving to Hawaii and 
Alaska. 

In this regard I would like to parenthetically state that in getting 
rid of the freight tax a very serious discrimination in another seg- 
ment of water transportation will be corrected. This discrimination 
arises in transportation to Hawaii and Alaska. Members of the com- 
mittee will recall that in 1956 Congress took the passenger tax off 
passenger travel to the Caribbean and also travel to Hawaii and 
Alaska, and you, Mr. Chairman, were most important in that move. 
The reasons for taking it off travel to Hawaii and Alaska were 
twofold: 

(a) That nearly all of the transportation to these two territories 
is over the high seas—international waters—and that taxation by 
the United States on transportation over international waters is 
highly questionable. 

(6) That it would be highly discriminatory not to remove the tax 
to Hawaii and Alaska when the tax was being removed on travel to 
Puerto Rico and the Virgin Islands. 

Certainly, Mr. Chairman, the elimination of freight tax to Hawaii 
and Alaska is meritorious for the same reasons that were in evidence 
in 1956 when the passenger tax was removed. Consumers in these 
two territories should no longer have to pay a tax on both the land 

rtion and the water tr of their long transportation lifeline. 

he way that works, the passenger tax is only charged from that 
minimal point of where the ship sits at its pier to the 3-mile mark, 
and similarly at the Hawaii end they pay a small tax from the 3-mile 
line to the pier. 

Senator Smaruers. Is there a tax still on freight going to the 
Caribbean ? 

Mr. Dewey. It never was on the Caribbean. 
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Senator Smaruers. Just to Hawaii and Alaska? 

Mr. Dewey. Those are the only two places where the transportation 
tax applies, and still does. 

Senator Smaruers. And we did not take that off? 

Mr. Dewey. No, sir. 

Senator Smatruers. That I don’t understand. 

Mr. Dewey. I am inclined to agree. The whole nas was 
keyed in with passenger tax rather than cargo tax. to diversi- 
fication, the railroads have suggested that they be permitted to get 
into other forms of transport. 


ABANDONMENT OF UNPROFITABLE ROUTES 


Intercoastal operators support legislation which will unchain hands 
of the railroad to abandon unprofitable services. It is all to evident 
in these proceedings that the inability of the railroad to carve away 
unprofitable passenger services is a major contributing factor to their 
overall revenue losses. We appreciate this is often a matter for State 
commissions to decide. But to the extent Federal action is possibl 
we strongly support it. We know full well that if our intercoasta 
ships were forced to call at every intercoastal port listed in our cer- 
tificate of convenience and necessity, regardless of the cargo volume 
offered there, we would be on the road to the poorhouse in short order. 


DIVERSIFICATION 


Railroad witnesses have advocated legislation to enable them to 
enter other fields of transportation. In this regard we have always 
considered the Panama Canal Act which forbids railroads from enter- 
ing the intercoastal steamship service as a protection against abuses, 
real or imagined, which might contribute to the demise of independent 
intercoastal operators. Be that as it may, we appreciate there is room 
for discussion and would want to give this matter further considera- 
tion if specific legislation is brought to hearing. 

I am not familiar with the legislative history, but I would guess 
that the purpose was that the railroads had exercised some opposition 
to the building of the canal, and that they should be forestalled from 
entering intercoastal trade in order to kill it off. So that we have 
looked on that as a protective device. However, we appreciate that 
there is room for discussion and we would want to give this matter 
further consideration. Our view is somewhat tempered in this 
direction. 

The problems of equity financing and equipment replacement pre- 
sented by railroad witnesses have their direct parallel in intercoastal 
trade. We, too, have been unable to garner sufficient reserves to even 
contemplate replacing our vessels now approaching their obsolescence. 

The ARR witness spoke hopefully of a construction-reserve fund 
into wich deposits of earnings will be placed annually on a tax- 
deferred basis; if such funds were used within 5 years for replacement 
or betterment, the deferral would be continued. As part of his pro- 
posal there would be the penalty of full payment of tax obligation 
in the event they failed to use the fund as programed. He included 
in his proposal a reduction of the depreciation base by the amount of 
reserve funds used in rail-car construction. All of these ingredients 
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have been incorporated into similar legislation to assist intercoastal 
and other nonsubsidized shop operators to replace their aging fleets. 

Unfortunately, our past efforts in this regard have been strongly 
opposed by the railroad industry as being a “subsidy” to a competing 
form of transport. We are encouraged to realize that we will no 
longer have the railroads as our adversary on this proposition. In two 
places in the railroad testimony Chairman Magnuson asked the AAR 
witness for his views of tax-deferment proposals for other forms of 
transportation and in both instances the witness said he did not object 
to such proposals. 

Apparently the domestic ship lines will now have the railroads as 
an accomplice in fighting the inevitable opposition of the Treasury 
Department whose viewpoint on tax incentives is narrow and takes no 
account of the fact that they perpetuate and even enhance the earning 
capacity—and tax-paying capacity—of important segments of Amer- 
ican enterprise. 

Another railroad fiscal proposal is for a more rapid amortization 
of railroad equipment. In this proposal we also find an identity of 
interest and observe that there is befor Congress legislation to permit 
selective amortization of merchant vessels in order to permit greater 
setasides in prosperous years. 

__It was interesting to read the AAR proposal because there are many 
identical parallels between these two pieces of legislation. 

Senator Smaruers. Let me get something straight, Mr. Dewey. 
The intercoastal steamship lines do not, I take it from what you 
say, get the benefit of the Federal Government guaranteeing loans 
which they make for the construction of ships which overseas lines do 
get. Isthatacorrect statement ? 

Mr. Dewey. That is correct. The intercostal lines are not sub- 
sidized. 

Senator Smatuers. You are not subsidized, and you do not have 
any agency or Government guaranty for any loans of that nature 
that you might make, even though you might be building a ship? 

Mr. Dewey. I would want to check that one. I think intercostal 
lines have the privilege of setting up funds now in a tax-deferred 
status. But the only input to those funds can be indemnification 
from the sale of vessels or from the loss of vessels. They cannot put 
earnings into that fund. The legislation that we have in mind is in 
the preparatory stages right now and would include in that fund the 
placement of earnings, in exchange for which the intercostal com- 
panies would commit themselves to the construction of a certain 
number of vessels equivalent to the tonnage they were now operating. 

Senator Smaruers. That is exactly, as you were getting ready to 
say, the same principle as requested by the railroads in their construc- 
tion reserve funds. It is the same idea? 

Mr. Dewey. It is the same idea. I am not aware that they have 
agreed to a construction or replacement agreement. Our legislation 
commits the operator to replacing his vessels and to pay a penalty 
if he withdraws his funds for nonshipping use. 

I might say, too, that the railroad testimony on this matter was 
very encouraging because they have opposed our previous efforts for 
construction reserve liberalizations. I would guess now that they are 
our allies in going after tax-deferred schemes, and because we need 
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all the allies we can in fighting off the Treasury Department, which 
is adamant on the subject of deferred taxes. 

Senator Smaruers. Misery makes strange bedfellows. 

Mr. Dewey. That is right. I would also suggest—and again I do 
this as a layman with great humility—that the railroads might take 
a look at the mortgage insurance provisions of the Merchant Marine 
Act, because there provision is made for 100 percent Government 
guaranty of private mortgages arranged for by steamship lines in 
the process of replacing their vessels. 

Senator SMATHERs. Would you be for that for the railroads? 

Mr. Dewey. I am suggesting that the committee and they take a 
look. We would not object to it. It seems to have worked. 

Senator Smaruers. If the railroads got it you naturally would 
expect that you in turn would get it and be entitled to it. 

Mr. Dewry. We have already got it. 

Senator Smatuers. You already have that? 

Mr. Dewey. Yes. 

Senator Smatuers. That isa sort of guaranteed loan ? 

Mr. Dewey: It is similar to your FHA program. I don’t know if 
FHA is a hundred percent or not, but ship mortgages are 100 per- 
cent. 

Senator Smatuers. FHA is only 90. 

Mr. Dewey. I believe it is. 

Senator Smaruers. But this is 100 percent, in Maritime. 

Mr. Dewey. It is? 

Senator Smatuers. Yes. 

Mr. Dewey. It is a hundred percent for a number of reasons. A 
ship moves internationally, and its potential to attract equity capital is 
somewhat tempered by the fact that it is not in the country at all times. 

Senator Smaruers. Your ships move internationally. 

Mr. Dewey. No, sir, but this mortgage guaranty goes to both 
domestic and foreign trading vessels. 

Senator Smatuers. You think that is a good idea? 

Mr. Dewey. It has worked, Mr. Chairman. 

Senator Smatuers. And do you think that you would have no objec- 
tion if the railroad people got that? 

Mr. Dewey. I woul not and I think it may be very attractive to 
the taxpayer because it represents no appropriation of moneys. At 
least—excuse me—I don’t mean no appropriation but minimal appro- 
priations for losses. There has been one loss by the Maritime on a 
venture out of Florida that I am sure the chairman may be familiar 
with, the TMT Trailer Co., which had a default of its mortgage obli- 
gations, a most unfortunate situation. The TMT colleagues in the 
industry are very sorry to see it happen. But thatisthe only one. I 
don’t know how many millions, but many millions of dollars of ship 
contracts have been financed through private channels with 100 percent 
mortgage guaranty by the Government. 

The banking institutions only loan money to people who can make 
money with the funds. But they need that extra guaranty to make 
shipping venture attractive. It is a parallel that might work. 

enator Smatuers. Who has the final say so in the moving of that 
particular loan guaranty, in underwriting mortgages? Is it the Fed- 
eral Maritime Board or who? 
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Mr. Dewey. I think that it is the Maritime Administration, but I 
would have to check that. There is a fine line between what the 
Maritime Board does and the Maritime Administration. It is one 
or the other which approves the mortgages that are proposed to them. 

Senator Smatuers. All right, sir. 

Mr. Dewey. I also have a few rather critical things to say about 
the user charges, but they are more in the line of raising questions as 
to how this thing would work, pointing out some of the pitfalls. 


USER CHARGES ON FEDERAL WATERWAYS 


Almost every railroad witness urged the adoption of user charges 
on the waterways as a device to create equity between railroads and 
water competition. We seriously question the feasibility of any scheme 
of waterway tolls In the first place, we don’t know whether these 
witnesses are talking about tolls on the inland waterways or whether 
they would include harbors. If they only intend to include the 
inland waterways, would it not set up discriminations between. ports 
located in the harbors and ports located on the rivers and doesn’t this 
suggest conflict with the constitutional question of port preferences ? 

they intend to include both harbor areas and inland waterways, 
would such a toll not project the question into the international 
sphere where port charges in one country tend to spawn retaliatory 
port charges in another country? Then too, Mr. Chairman, there 
is the question of mechanics. Would you charge tolls in a waterway 
or a harbor whose Federal appropriations have been minimal differ- 
ent from the tolls in a waterway or harbor where Federal expenses 
have been considerable? And, finally, what would be the mechanics 
of setting up check points for the levying of such tolls? Would we 
not become embroiled in endless argument as to where waterways 
begin and where they end ? 
n the final analysis, we feel certain that the present system of ger.- 
eral participation by the public at large is as good a solution to 
financing of waterways as can be found. 


RATE FLEXIBILITY 


We are adamantly opposed to legislation which would place upon 
the ICC the so-called three shall nots in exercising its power to 
determine just and reasonable rates. Such legislation would leave 
only a shell of the ICC’s present statutory obligetion to consider 
the effect of one mode of transportation upon that of another. The 
ICC has already in many instances permitted railroads to cut rates 
to levels which cripple intercoastal and coastwise carriers. 

Let me cite one example. The Coastwise Line in 1951 extended 
its Pacific coastal service to include Alaska, thereby giving Alaska 
consumers a direct service from California, and new competition, 
which is always healthy for any community. They had previously 
operated only up and down the Pacific coast. People of Alaska have 
long asked for more steamship service, and to allay the fears of 
monopoly by the then single company in the trade. 

Protests were made and testimony filed, clearly showing the rail- 
road rate was noncompensatory and yet the ICC discounted the tes- 
timony, permitted no hearing on the merits of the case, and the 
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reductions were permitted to go into effect. The matter even wound 
up in the courts where the merits of the case were fully appreciated 
but where the actions of the ICC were not determined to be illegal. 
The ultimate result has been exactly as predicated; the people of 
Alaska have been denied a competitive shipping service which they 
justly deserve and the fortunes of the Coastwise Line have been 
decimated. 

Early this year the railroads from British Columbia dropped their 
rate from approximately $27 to $20 a ton to a point just a shade 
above the water rate that this company was charging from British 
Columbia, to the California newspapers. It was so close to it that 
it wiped out participation in the British Columbia to California 
trade by that company. And by that device that company lost about 
10 percent of its homeward newsprint business. 

Then followed a series of similar drops in Puget Sound and Co- 
lumbia River by the long and short haul provisions in the Interstate 
Commerce Act. They say simply that you can’t have a higher rate 
on part of a leg of a trip than you have on the full leg. So that what 
happened, they dropped the rate right down to the level of the water 
lines, and they had to quit carrying newsprint. I must say that this 
was the balance wheel of their whole operation that made it possible 
for them to go to Alaska and carry the newsprint honeuued, 

The result 1s that this company has now stopped calling at Alaska 
and it has had to pull in its horns, and it is back only in the coastwise 
trade now. Anybody from California who wants to send anything 
to California must tranship it out of this company’s ships into Seattle 
and into the ships of the company operating into Alaska. 

I really don’t see where the railroad was denied any liberality of 
rate cutting in that instance. It seems to me they ought to quit while 
they are ahead. They are doing pretty well in this department right 
now, and the half dozen times in the last few years where they have 
not been permitted to drop their rate to be competitive is overshad- 
owed by the thousands of times that they have. 

It seems strange that they would come in and seek liberality to 
correct two dozen instances when they are already well cared for 
in the other thousands. 

I think that concludes my testimony, Mr. Chairman. 

Senator Smaruers. Thank you very much, Mr. Dewey. Your re- 
marks have been very constructive and very helpful. 

There will be included in the record at this point statements of 
F. F. Estes, director, transportation department, National Coal Asso- 
ciation, and Everett T. Winter, executive vice president, Mississippi 
Valley Association. 

(The statements follow :) 


STATEMENT OF F. F. Estes, Director, TRANSPORTATION DEPARTMENT, NATIONAL 
SOAL ASSOCIATION, WASHINGTON, D. C. 


My name is F. F. Estes. I am director, transportation department, of the 
National Coal Association with offices in the Southern Building, Washington, 
D. C. The National Coal Association is the trade organization representing 
producers of two-thirds of the commercially produced bituminous coal in the 
United States. 

The high echelon witnesses who have previously appeared before your sub- 
committee are representative of the management charged with the responsibility 
of operating the railroads in an honest, economical, and efficient manner. What 
I shall say on behalf of the industry I represent is not a presumption to tell 
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railroad management how to run their business. However, the fact that bitu- 
minous coal furnishes the rail carriers with more tonnage than any other single 
commodity, and further that the coal producers are vitally interested in a finan- 
cially healthy railroad industry that will be equipped and ready to meet all 
demands made or to be made upon it for transportation, prompts us to make 
the following brief observations and suggestions. 

While there is a varying degree of economic health as between individual 
railroads, it would seem that the railroad industry as a whole is not in the best 
condition, either with respect to finances or equipment—more particularly 
freight equipment. This condition may be attributed in part to conditions 
affecting some individual carriers which have not correspondingly affected 
others, but also in part to a slowness, so to speak, on the part of some rail 
managements to anticipate competitive and other conditions which have been 
on previous horizons and which, by lack of foresight or apathy, they have failed 
to combat. In other words, much of the difficulty facing the railroads today 
is due neither to a lack of legislation nor to too much legislation, but instead 
can be rightly laid at the doorstep of the railroads themselves. 


1. ECONOMY 


It may be said fairly that while the railroads have effected economies and 
reduced operation costs in certain directions, they have by no means exhausted 
even a substantial portion of the opportunities that lie in this field. For example, 
the railroads incurred a deficit from passenger operations in 1956 amounting 
to $696 million. 

These passenger deficits are nothing new. Not since 1945 have the railroads 
operated their passenger service in the black. Notwithstanding these huge 
deficits, which for the last 10 years have averaged well over $600 million an- 
nually, the railroads continue to purchase and install new passenger equipment 
for use in this nonprofit segment of their business. For example, in each year 
since 1951 the railroads have installed more new passenger cars than in the 
previous year, while during the same period the number of revenue passengers 
carried has been for each year less than the number carried for the previous 
year. Many passenger trains are today, and for the past several years have 
been, operated with only a small portion of the available space occupied. The 
railroads’ operating expenses could sharply be reduced if many of these trains 
were abandoned. 

More than 18 percent of the passenger-train deficit is accounted for by com- 
muter services, which in many cases involve no haulage of passengers from one 
State to another, or generally from one city to another. These services are 
essentially for the benefit of metropolitan communities, and should be sup- 
ported by those communities or their residents. At present the railroads are 
required to absorb these losses out of general freight revenues. 

The railroads will give as their reason for not abandoning these and other 
unprofitable operations that when they propose to take off a passenger train 
which is no longer being patronized to any great extent, they meet opposition 
from local chambers of commerce, mayors, civic organizations, and other local 
interests, and that the State commissions are more prone to listen to the plea 
of these parties and deny the railroads’ petition for abandonment of the train. 
To some extent their reason is unquestionably valid; and if that be the situa- 
tion, then we would recommend that the Interstate Commerce Commission be 
given full authority to permit abandonment of unpatronized passenger trains 
or any other unprofitable operations without State or other Government inter- 
ference with its ruling. The official position of the National Coal Association 
with respect to railroad deficit operations is: 

“That all users of rail transportation should be required to pay charges that 
will meet out-of-pocket costs and make a reasonable contribution to ‘burden’ or 
overhead of the carriers and that failure to do so constitutes a subsidy of such 
preferred service by other users of transportation.” 

Another way in which economy could be effected is the discontinuance of 
parallel service. This could be done by mutual arrangements between the rail- 
roads or eventually by merger of two or more roads or systems. There is a 
specific trend in the direction of the merging of railroads and that is encouraging. 
The danger that such mergers might lead to monopoly has long since been re- 
moved as other modes of transportation have shared increasingly in the overall 
or national transportation volume. 
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2. NEW LEGISLATION 


(a) National transportation policy: If there is to be any change in the 
national transportation policy the coal industry suggests the following as appro- 
priate language for that policy: 

“It is hereby declared to be the national transportation policy of the Congress— 

“1. To encourage under the free-enterprise system of dynamic competition, the 
development of a strong, efficient, and sound national transportation industry 
which will at all times remain fully adequate for national defense, the postal 
service, and commerce ; 

“2. To foster and encourage competition between modes of transportation as 
well as among carriers by each mode and give to the carriers a greater latitude 
in competitive ratemaking to meet carrier and market competition, and to 
encourage technical innovations, the development of new rate and service tech- 
niques, and the increase of operating and managerial efficiency, full use of facili- 
ties and equipment, and the highest standards of service, safety, economy, 
efficiency and benefit to the transportation user and the ultimate consumer, but 
without unjust discrimination, undue preference or advantage, or undue preju- 
dice, and without excessive or unreasonable charges on noncompetitive traffic ; 

“3. To cooperate with the several States and the duly authorized officials 
thereof ; 

“4. To reduce regulation of the transportation industry to the minimum con- 
sistent with the public interest; and 

“5. To require that such minimum regulation be fair and impartial, without 
special restrictions, conditions, or limitations on individual modes of transport. 

“All the provisions of this act shall be construed, administered, and enforced 
with a view of carrying out the above declaration of policy.” 

(b) Determination of minimum rates: The coal industry recommends that 
section 15, subsection (1), of the Interstate Commerce Act remain unchanged 
with the exception that the period after the last word “prescribed” in the subsec- 
tion be changed to a semicolon and there be added thereto the following: 
“Provided further, That in determining a minimum rate the Commission shall 
not consider the effect of such rate of the traffic of any other mode of transpor- 
tation, the relation of such rate to the rate of any other mode of transportation, 
or whether such rate is lower than necessary to meet the competition of any 
other mode of transportation.” 

This recommendation is in agreement with that of the railroads with respect 
to the three shall-not provisions advocated for guidance of the Commission in 
determining minimum rates. Similar changes should be made in sections 216 (i), 
307 (f), and 406 (d) of parts II, III, and IV of the Interstate Commerce Act. 

(c) Section 22: The amendment to section 22 of the act passed at the last ses- 
sion of Congress and signed by the President on August 31, 1957, provides that 
the railroads shall make public the rates which they negotiate with the Govern- 
ment under this section. The Interstate Commerce Commission has construed this 
amendment to mean that the railroads are required to file with it only those sec- 
tion 22 rates which have been negotiated since the effective date of the act. While 
this provides shippers with partial information with respect to these rates, it 
leaves unavailable information to the general public with respect to section 22 
rates negotiated prior to the effective date of the amendment, and on which traffic 
is still moving, and will continue to move, for an indefinite period of time. We 
feel it would be in the interest of the general public to spell out in another amend- 
ment to section 22 the requirement that all rates regotiated under that section, 
and which are now applicable, should be made public by filing with the Interstate 
Commerce Commission. 

(d) Bulk commodity exemption: Section 303 (b) of the Interstate Commerce 
Act exempts from regulation by the Commission the transportation by a water 
carrier of commodities in bulk when the cargo space of the vessel in which such 
commodities are transported is being used for the carrying of not more than three 
such commodities. There have been previous efforts which no doubt will be re- 
newed in this Congress to remove this exemption. The coal industry favors the 
retention of this exemption and vigorously opposes any removal of it. 

We firmly believe it is the intent of this committee and Congress to give the 
ultimate consumer the benefit of the lowest possible transportation costs. When 
this exemption was provided for in 1940 it was recognized that the transportation 
of not more than 3 bulk commodities was a specialized service, distinguished from 
the business of carrying numerous and different commodities by carriers engaged 
in general transportation. This bulk transportation is but slightly different from 
private transportation, the main difference being that those who use the trans- 











1332 PROBLEMS OF THE RAILROADS 


portation are not actually engaged in the transportation business. These users 
have during the past 17 years come to rely and depend upon the reasonable sta- 
bility of the water rates, and have been able to promote and maintain trade that 
would never have been possible under the prohibitive freight charges of regulated 
carriers. Industries have invested large sums of money to locate at points where 
water transportation can be utilized. Certainly, all of these plans and considera- 
tions should not be wiped out with one fell swoop by summarily repealing the 
present exemption. 

The thinking of those who advocate the repeal of this exemption is readily 
understandable. But no such advocate has stated here or elsewhere that this 
repeal is sought so as to provide the public with cheaper transportation. The 
effect would be that the present charges on these bulk commodities would be raised 
to protect the earnings or rate of return of the presently regulated carriers. 

(e) Suspension provisions: Efforts have been made previously to have subsec- 
tion 7 of section 15 of the Interstate Commerce Act amended so as to reduce the 
7 months’ suspension period provided therein to a lesser period. The coal industry 
is vigorously opposed to any reduction below the 7 months’ period for the follow- 
ing reasons: 

While there may be suspension requests filed which are of a fickle nature, in 
that they are not followed through to the hearing stage, we believe the Com- 
mission can properly evaluate these requests and either suspend or not suspend 
the published schedule as its judgment dictates. In the case of bona fide pro- 
tests, a period less than 7 months (a 3-month period has been suggested) would 
be wholly inadequate to allow proper preparation for the hearings, the intro- 
duction of testimony and evidence, argument, ete., and a sufficient time for the 
Commission to fully consider the merits of the case. 

(f) Ratemaking rule: The present ratemaking rule (sec. 15a (2)) of the 
Interstate Commerce Act spells out certain factors which the Commission shall 
consider in prescribing just and reasonable rates on the movement of traffic by 
the carrier or carriers for which the rates are prescribed: to wit, “among other 
factors, to the effect of rates on the movement of traffic by the carrier or carriers 
for which the rates are prescribed ; to the need, in the public interest, of adequate 
and efficient railway transportation service at the lowest cost consistent with 
the furnishing of such service; and to the need of revenues sufficient to enable 
the carriers under honest, economical, and efficient management to provide such 
service.” 

During the past 10 or 12 years, the railroads have applied to the Commission 
for blanket increases in freight charges, based on their need for additional reve- 
nue as a national group of carriers. 

In these proceedings, which the Interstate Commerce Commission chose to 
denominate as “general revenue proceedings,” there has been little or no oppor- 
tunity afforded shippers and consignees to present evidence with respect to the 
reasonableness of the proposed increases and the resultant freight rate level, 
under section 1 of the act; and it is fair to say that consideration as to whether 
the traffic could bear the increased charges was appraised on whether the tonnage 
lost to rail movement would be less than the additional revenue derived from 
the tonnage that might remain. 

In granting these requests for increased charges (in whole or in part) the 
alternative open to those who pay the freight bills is that they can file a com- 
plaint under sections (1), (2), or (3) of the act. This not only involves expense 
of litigation, but shifts to the shipper or consignees, as the case may be, the 
burden of proof—a burden not assumed by the railroads when they increased 
their charges, with Commission approval, in the first instance. The pattern thus 
established of permitting freight rates to be increased by a mere showing by the 
railroads of overall revenue needs of the rail carriers has relegated the factor 
of “effect of rates on the movement of traffic” to the nethermost factor of section 
15a (2) and replaced its former primary standing with the last-mentioned factor 
of the section, namely, need of revenues. 

Now, we do not believe that Congress meant, when it enacted this statute, 
that the Commission should give primary consideration and weight to the 
carriers’ need for additional revenue, and subordinate the “effect of rates on the 
movement of traffic” in the fixation or approval of freight rates. 

Another yardstick by which the need of revenues of carriers to provide ade- 
quate and efficient transportation at the lowest cost must be evaluated, under 
section 15a (2) is that of “honest, economical, and efficient management.” We 
would be the last to question the railroads of other than honest management. 
Railroad management is faced with a myriad of problems, and in any effort to 
resolve those problems we are confident that the railroads are acting in good 
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faith and honesty. Nevertheless there lies at their doorstep the huge passenger 
deficit which parallels their net income, which income would be approximately 
twice what it is were it not for the passenger deficit. How long could a factory, 
a mercantile establishment, or any other business, justify such a deficit opera- 
tioh to its stockholders? Yet, to our knowledge, in no single instance where the 
ICC has approved freight rate increases has it mentioned or referred to any 
investigation of, or attempt to investigate, whether such increases are justified 
under economical and efficient management of the railroads. 

If there is to be any change in the ratemaking rule, the coal industry would 
recommend that the present language should be changed to read as follows: 

“In the exercise of its power to prescribe just and reasonable rates, the Com- 
mission shall give due consideration, among other factors, to the effect of rates 
on the movement of traffic by the carrier or carriers for which the rates are 
prescribed, including but not limited to, the effect of such rates on the market 
competition encountered by shippers and receivers; to the need, in the public 
interest, of adequate and efficient railway transportation service at the lowest 
cost consistent with the furnishing of such service; and to the need of revenues 
sufficient to enable the carriers under honest, economical, and efficient manage- 
ment to provide such service. In all proceedings involving general rate in- 
creases, the burden shall be upon the carriers to prove that their operations 
are economical and efficient and that the additional revenues sought are re- 
quired to maintain or improve such service at those standards, and, prior to the 
granting of any such increases the Commission must so find.” 

(g) Volume rates: There is nothing in the present act that either requires or 
precludes the railroads from establishing trainload or volume rates for com- 
modities that move in large volume. The railroads have established some such 
rates in a few instances ; and inasmuch as coal moves to destination in trainload 
volume which involves less operating costs in transporting such traffic, the coal 
industry feels that everything possible should be done to encourage the estab- 
lishment by the railroads of volume rates. 

The establishment of such rates is comparable to the normal differential in 
the mercantile and other industries between wholesale and retail prices. The 
passing on of the savings effected by the railroads in the movement of coal in 
large volume would substantially help the coal producers in meeting the competi- 
tion so prevalent at all times with competitive fuels, which latter fuels in many, 
if not most, instances, are not transported by the rail carriers. 

(h) Transportation exercise taxes: While not coming within the direct pur- 
view of this committee, it would seem germane in this investigation to make 
brief comment upon the onerous and inequitable taxes on the transportation of 
property and passengers which the users of transportation service are still 
required to pay, even today, some 11 years after the end of World War II. 

The excise tax collected on property amounts to 3 percent on general freight 
charges, and 4 cents per net ton on coal. There has been no change in the 
rate of this tax since it was initially imposed in 1942. The tax on passengers, 
which was previously 15 percent, was lowered to 10 percent in 1954, and other 
slight concessions were made with respect to maximum fare exemption. Similar 
taxes which were imposed during World War I were repealed some 3 years after 
the war, and a 15-percent world war passenger tax in Canada was repealed in 
March 1949. The 4-cent net ton tax on bituminous coal is passed on in its entirety 
to, and paid by, the coal consumer. The repeal of this tax on the rail movement 
would mean a saving in the annual fuel bill of coal users of some $15 or $16 
million. 

President Daniel P. Loomis, of the Association of American Railroads, in his 
statement presented January 13, to your subcommittee, made a strong argu- 
ment for the repeal of these taxes. The coal industry adopts in major part his 
presentation with respect to these taxes, except that he referred specifically to a 
3-percent tax for the transportation of property, omitting any reference to the 
4-cent tax on coal. We are hopeful that this was an oversight on his part as we 
feel he must appreciate that coal is the railroads’ largest single customer. Sinee 
the railroads in effect act as tax collectors for the Federal Government in 
exacting these taxes from the payers of transportation charges, the removal of 
that burden would substantially reduce the expenses of the railroads. 

This subcommittee could perform a real service to the welfare and economy 
of the Nation, to a more equitable transportation policy, and a more equitable 
and fair competition between the shippers and receivers of freight by advocating 
the immediate repeal of these transportation taxes, both on property and pas- 
senger traffic—and more particularly on the transportation of property. 
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STATEMENT oF Everett T. WINTER, EXECUTIVE VICE PRESIDENT, 
MISSISSIPPI VALLEY ASSOCIATION 


My name is Everett T. Winter, 1978 Railway Exchange Building, St. Louis, 
Mo., and I am executive vice president of the Mississippi Valley Association. 

Since 1919 our membership, which is located principally in the 23 States of 
the midcontinent area of the United States, has been dedicated to the conserva- 
tion and full beneficial use of the water resources of the country. 

As of last October the classification of our membership was as follows: 
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At our last convention, held in St. Louis, February 10 and 11, and attended 
by approximately 1,500 delegates from 31 States, the following resolution was 
adopted after clearing all of our major committees without a single negative 
vote: 

TOLLS ON INLAND WATERWAYS 


“In response to a new threat of waterway tolls or user charges, we reiterate 
our determined opposition. Such an imposition wou'd violate the most solemn 
covenants of the Federal Government, repudiating the fundamental principle 
that the navigable waters are free public highways, improved by the Nation for 
the benefit of all the people and available to all, without toll, tax, or impost. 
This principle has profoundly affected the development of our national life. 
Indeed, it is the foundation of the great resurgence of industry now in prog- 
ress in our principal river valleys. It can be repudiated only at the price of 
incalculable economic dislocation and waste. 

“The railroads themselves would be among the principal sufferers from water- 
way tolls—for they benefit enormously from the high value freight generated 
by plants relying upon water transportation for raw materials and fuel. Their 
— economic role is complementary and not competitive with water trans- 
portation. 

“User charges or tolls would destroy the commerce upon which they are 
levied ; they would deprive the Nation of its modern barge fleet and associated 
facilities—a major national defense asset; render the Federal investment in 
waterway improvements useless; hamper and discourage the dvelopement of 
oe ee for all beneficial purposes, and work grave hardship on the lives 
of millions.” 
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This resolution is the thinking of real leaders in the midcontinent area who 
are dedicated to the full and proper use of the water resources of the Nation. 

We do not believe that the imposition of tolls or user charges will do any 
segment of the American economy any good. They would be detrimental to 
a very high percent of the people of the country. 

All of the people of the country, through the payment of taxes, have paid 
for the waterways and the harbors that have meant so much to this country, 
and the imposition of tolls or user charges would in effect be asking Americans 
to pay for them a second time. 

We believe that it is impossible to separate flood control benefits from navi- 
gation and other benefits. As an example let’s take a look at the Missouri River. 

The first major construction on this river was the building of Fort Peck 
Reservoir. It was authorized prior to the passage of the general Flood Control 
Act of 1936 so all of its cost was charged to navigation. At that time there 
was no other legal category against which its benefits could be charged. Fort 
Peck paid for itself in the flood of 1943 by lowering the crest of the flood by 
2 feet at Sioux City, Omaha, and Kansas City. It did the same thing in 1952. 
Most all of the major benefits of this structure to date have accrued to flood 
control, hydroelectric power generation, and recreation. Yet it is still charged 
to navigation. 

On one side of the Missouri River, the Missouri-Pacific Railroad from Omaha 
to St. Louis, is the principal beneficiary of the flood-control program for that 
great river. On the other side of the river, the Chicago, Burlington & Quincy 
Railroad is the greatest beneficiary from Omaha to Kansas City. 

We would be just as opposed to levying of flood-control benefits against these 
railroads as we are opposed to levying tolls or user charges against a person who 
wants to operate a barge on the controlled waterway. 

If flood control was the only objective of the multi-million-dollar program on 
the Missouri River, the Army engineers would be carrying out the same work 
they are now doing for flood control, navigation, domestic and industrial water 
supply, and for irrigation. 

It is impossible to separate flood control and navigation benefits. We see no 
reason why they should be separated. 

The inland waterways of the United States have been declared free since the 
famous Ordinance of 1787. Starting about 1812, when the Corps of Hngineers 
began developing our rivers and harbors, we have seen a tremendous growth, not 
only of tonnage handled, but we have seen a concentration of population and 
industries along the areas of controlled waterways in the United States. The 
attached tonnage chart shows the tonnages carried on the various navigable 
waterways of the Mississippi River system. In the last year of record, which is 
1956, businesses and homes were built along our controlled waterways because 
those controlled waterways guaranteed, among other things, free use of the 
waterways as a means of transportation for heavy bulk commodities. 

(The map referred to appears as follows :) 
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MISSISSIPPI RIVER SYSTEM MAP 
Showing Comparative Tonnages Carried 
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To break the compact between the Government and the people, entered into 
back in 1787, and in many subsequent Federal acts, would not only create eco- 
nomic chaos, but it would be a direct repudiation by the Federal Government of 
the terms by which many of our States came into the Union. The free water- 
ways policy of the United States is as old as the Republic itself. On July 13, 
1787, the Eighth Congress, sitting under the Articles of Confederation, adopted 
the famous Northwest Ordinance for the Government of the Northwest Territory. 
It established religious freedom, guaranteed the rights of habeas corpus, trial 
by jury, and provided for other vital liberties and proclaimed the freedom of 
the waterways in these words: 

“The navigable waterways leading into the Mississippi and St. Lawrence and 
the carrying places between the same shall be common highways and forever 
free as well to the inhabitants of said territory as to citizens of the United States 
and those of other States that may be admitted into the Confederacy, without 
any taxes, impost, or duty therefore.” 

When the first Congress, under the new Constitution of the United States, met 
in 1789, it adopted the Northwest Ordinance without change. 

Succeeding Congresses modified the administrative features of the ordinance 
but never the compact. When the various Territories which later became States 
were carved out of the Northwest Territory, the terms of the Ordinance of 1787 
were again incorporated. Similarly, in the organic acts of the various Terri- 
tories south of the Ohio River, which later became States, the ordinance was in- 
corporated. The acts of Congress admitting various States into the Union con- 
tained declarations that the navigable waters should become highways and 
forever free. This applies to the States of Louisiana, Missouri, California, 
Oregon, Mississippi, and Alabama. By direction of Congress, the Corps of 
Engineers first developed the harbors of the United States, but by 1882 and again 
in 1884, and in the law of 1909, real development of our rivers for navigation 
started. In the laws mentioned, this language is to be found: 

“No tolls or operating charges whatever should be levied or collected on any 
vessel, dredge, or watercraft for passing through any lock, canal, canalized river, 
or other work for the use or benefit of navigation now belonging to the United 
States or that may hereafter be acquired or constructed.” 

With all of these promises, the American people built an economy around 
controlled waterways. Two-thirds of all of the people of the United States 
live within 50 miles of a navigable waterway. We think that all will agree 
that should tolls and user charges be imposed, this added cost will be passed 
on to the consumer. 

The barge industry revived the coal industry, and the coal industry is the 
backbone of the electric-power industry. In 1945, the city of St. Louis received 
some 2,300 tons of coal by barge. In 1956 the city of St. Louis received some 
600,000 tons of coal by barge. 

If tolls and user charges are imposed, the taxpayers will again pay a tax 
for the waterways that already belong to them. They will do this each time 
they throw an electric-light switch in their homes. Tolls or user charges will 
do no one any good. 


Senator Smatuers. The committee will stand in recess until further 
notice. 
(Thereupon, at 5: 25 p. m., the committee was adjourned.) 
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